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FUNDS OF ALTERNATIVE INVESTMENT FUNDS INSTRUMENT 2010 

 

 

Powers exercised 

 

A. The Financial Services Authority makes this instrument in the exercise of the powers 

and related provisions in or under:  

 

(1) the following sections of the Financial Services and Markets Act 2000 (“the 

Act”): 

 

(a) section 138 (General rule-making power); 

(b) section 156 (General supplementary powers);  

(c) section 157(1) (Guidance);  

(d) section 247 (Trust scheme rules); and 

(e) section 248 (Scheme particulars rules); and  

 

(2) regulation 6(1) (FSA rules) of the Open-Ended Investment Companies 

Regulations 2001 (SI 2001/1228); and 

 

(3) the other powers and related provisions listed in Schedule 4 (Powers 

exercised) to the General Provisions of the Handbook. 

 

B. The rule-making powers referred to above are specified for the purpose of section 

153(2) (Rule-making instruments) of the Act. 

 

Commencement 

 

C. This instrument comes into force on 6 March 2010. 

 

Amendments to the Handbook 

 

D. The Glossary of definitions is amended in accordance with Annex A to this 

instrument. 

 

E.  The Collective Investment Schemes sourcebook (COLL) is amended in accordance 

with Annex B to this instrument. 

 

Citation  

 

F. This instrument may be cited as the Funds of Alternative Investment Funds 

Instrument 2010. 

 

 

By order of the Board 

25 February 2010 
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Annex A 

Amendments to the Glossary of definitions 

Insert the following new definitions in the appropriate alphabetical position.  

 

FAIF fund of alternative investment funds. 

fund of alternative investment 

funds 

an authorised fund whose instrument constituting the 

scheme contains the statement in COLL 3.2.6R(7C) (Table: 

contents of the instrument constituting the scheme) that it is 

a fund of alternative investment funds. 
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Annex B  

Amendments to the Collective Investment Schemes sourcebook (COLL) 

In this Annex, underlining indicates new text and striking through indicates deleted text, 

unless otherwise stated. 

 

 

 Types of authorised fund 

1.2.1 R An application for an authorisation order must propose that the scheme be 

one of the following types: 

  …  

  (2) a non-UCITS retail scheme including a non-UCITS retail scheme 

operating as a fund of alternative investment funds (FAIF); or 

  … 

 Types of authorised fund - explanation 

1.2.2 G …  

  (2) Non-UCITS retail schemes are schemes that do not comply with all the 

conditions set out in the UCITS Directive. Such schemes could 

become UCITS schemes provided they are changed, so as to comply 

with the conditions set out in the UCITS Directive. Non-UCITS retail 

schemes operating as FAIFs have wider powers to invest in collective 

investment schemes than other non-UCITS retail schemes. 

  …  

…   

 Table: contents of the instrument constituting the scheme 

3.2.6 R …  

  …  

   Funds of alternative investment funds 

  7C For a non-UCITS retail scheme operating as a FAIF, a statement that 

it is a fund of alternative investment funds. 

  …  

…    
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 Table: contents of the prospectus 

4.2.5 R …  

  …  

  Investment objectives and policy 

  3 The following particulars of the investment objectives and policy of 

the authorised fund: 

   …  

   (k) … 

   (ka) where a scheme is a feeder scheme, which (in respect of 

investment in units in collective investment schemes) is 

dedicated to units in a single collective investment scheme, 

details of the master scheme and the minimum (and, if 

relevant, maximum) investment that the feeder scheme may 

make in it; 

   …  

  …  

  Funds of alternative investment funds 

  22B For a non-UCITS retail scheme operating as a FAIF, a statement that 

it is a fund of alternative investment funds. 

  …  

  …  

4.2.6 G …  

  (5) Additional matters which are not contained in COLL 4.2.5R may be 

required to be included in the prospectus, for example for the 

purposes of making the scheme eligible under relevant tax 

legislation. 

…    

 Application 

5.1.1 R … 

  (2) Subject to 2(A), COLL 5.1, COLL 5.4 and COLL 5.6 apply to the 

authorised fund manager and depositary of an authorised fund, and 



FSA 2010/5 

Page 5 of 18 

to an ICVC, which is a non-UCITS retail scheme. 

  (2A) COLL 5.1, COLL 5.4 and COLL 5.7 apply to the authorised fund 

manager and the depositary of an authorised fund and to an ICVC 

which is a non-UCITS retail scheme operating as a fund of 

alternative investment funds. 

  (3) Paragraph Paragraphs (2) and (2A) ceases cease to apply if a non-

UCITS retail scheme converts to be authorised as a UCITS scheme. 

…   

 Indicative overview of investment and borrowing powers 

5.1.4 G This table belongs to COLL 5.1.2G(2). 

  Scheme investments 

and investment 

techniques 

Limits for UCITS schemes Limits for non-UCITS 

retail schemes 

   Permissible 

investment 

Maximum 

limit 

Permissible 

investment 

Maximum 

limit 

  …     

  Regulated schemes 

other than qualified 

investor schemes 

Yes None Yes None 

  Unregulated 

schemes and 

qualified investor 

schemes 

No N/A Yes 20% (C) 

  …     

  Note: Meaning of terms used: 

  …  

  “N/A” … 

  “(C)”  In the case of a non-UCITS retail scheme operating as a 

FAIF there is no maximum limit – see COLL 5.7.7R.   

…   

 Spread: general 

5.6.7 R …  

  (6) Except for a feeder fund or a scheme dedicated to units in a single 
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property authorised investment fund, not more than 35% in value of 

the scheme is to consist of the units of any one scheme. 

  (6A) Schemes which (in respect of investment in units in collective 

investment schemes) are dedicated to units in a single property 

authorised investment fund must, in addition to the investment in the 

property authorised investment fund, only hold cash or near cash to 

maintain sufficient liquidity to enable the scheme to meet its 

commitments, such as redemptions.  Schemes may also use techniques 

and instruments for the purpose of efficient portfolio management, 

where appropriate, such as forward foreign exchange transactions 

entered into for the purpose of reducing the effect of fluctuations in 

the rate of exchange between relevant currencies. 

  …  

  (9) For the purpose of calculating the limit in (5), OTC derivative 

positions with the same counterparty may be netted provided that the 

netting procedures: 

   (a) comply with the conditions set out in Section 3 Part 7 

(Contractual netting (Contracts for novation and other netting 

agreements)) of Annex III to the Banking Consolidation 

Directive; and 

   …  

  …   

…     

 Guidance on spread: general 

5.6.7A G (1) COLL 5.6.7R(7) to (10) replicate the provisions of Article 5 of the 

Commission Recommendation 2004/383/EC of 27 April 2004 on the 

use of financial derivative instruments for undertakings for collective 

investment in transferable securities, so as to enable non-UCITS retail 

schemes to benefit from the same flexibility. This Recommendation 

may be accessed via http://europa.eu.int/eur-

lex/pri/en/oj/dat/2004/l_199/l_19920040607en00240029.pdf. 

  …   

Insert the following new section after COLL 5.6.  The text is not underlined. 

5.7 Investment powers and borrowing limits for NURS operating as FAIFs 

 Application 

5.7.1 R (1) This section applies to the authorised fund manager and the 

depositary of a non-UCITS retail scheme operating as a FAIF and to 
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an ICVC which is a non-UCITS retail scheme operating as a FAIF. 

  (2) Where this section refers to: 

   (a) a rule or guidance in COLL 5.1 to COLL 5.6, these rules and 

guidance, and any rules and guidance to which they refer, 

must be read as if a reference to a UCITS scheme or non-

UCITS retail scheme were a reference to a non-UCITS retail 

scheme operating as a FAIF;  

   (b) a second scheme, and the second scheme is a feeder scheme 

which (in respect of investment in units in collective 

investment schemes) is dedicated to units in a single collective 

investment scheme, the reference in this section to the second 

scheme must be read as if it were a reference to any scheme 

into which the feeder scheme’s master scheme invests; and 

   (c) a second scheme, and the second scheme is a master scheme to 

which (in respect of investment in units in collective 

investment schemes) the relevant non-UCITS retail scheme 

operating as a FAIF is dedicated, the reference in this section 

to the second scheme must be read as if it were a reference to 

any scheme into which that master scheme invests. 

 Purpose 

5.7.2 G (1) This section contains rules on the types of permitted investments and 

any relevant limits with which non-UCITS retail schemes operating as 

FAIFs must comply.  These rules allow for the relaxation of certain 

investment and borrowing powers from the requirements for non-

UCITS retail schemes under COLL 5.6.   

  (2) Some examples of the different investment and borrowing powers 

under the rules in this section for non-UCITS retail schemes operating 

as FAIFs are the power to: 

   (a) invest up to 100% of the value of the scheme property in 

schemes captured by COLL 5.7.7R; and 

   (b) invest in a single master scheme.  

  (3) In order to ensure adequate unitholder protection, the authorised fund 

manager is required to implement certain due diligence procedures in 

respect of investment in second schemes. 

 Applicable rules in COLL 5.6 

5.7.3 R The following rules and guidance in COLL 5.6 (Investment powers and 

borrowing limits for non-UCITS retail schemes) apply to the authorised fund 

manager and the depositary of a non-UCITS retail scheme operating as a 

FAIF and to an ICVC which is a non-UCITS retail scheme operating as a 
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FAIF: 

  (1) COLL 5.6.3R; 

  (2) COLL 5.6.5R to 5.6.6R; 

  (3) COLL 5.6.8R to 5.6.9R; and 

  (4) COLL 5.6.11R to 5.6.24R. 

 Investment powers: general 

5.7.4 R (1) The scheme property of a non-UCITS retail scheme operating as a 

FAIF may, subject to the rules in this section, comprise any assets or 

investments to which it is dedicated. 

  (2) For an ICVC, the scheme property may also include movable or 

immovable property that is necessary for the direct pursuit of the 

ICVC’s business of investing in those assets or investments. 

  (3) The scheme property must be invested only in accordance with the 

relevant provisions in this section that are applicable to that non-

UCITS retail scheme operating as a FAIF and within any upper limit 

specified in this section. 

  (4) The instrument constituting the scheme may restrict the investment 

powers of a scheme further than the relevant restrictions in this 

section. 

  (5) The scheme property may only, except where otherwise provided in 

the rules in this section, consist of any one or more of: 

   (a) transferable securities; 

   (b) money market instruments; 

   (c) units in collective investment schemes permitted under COLL 

5.7.7R (Investment in collective investment schemes); 

   (d) derivatives and forward transactions permitted under COLL 

5.6.13R (Permitted transactions (derivatives and forwards)); 

   (e) deposits permitted under COLL 5.2.26R (Investment in 

deposits); 

   (f) immovables permitted under COLL 5.6.18R (Investment in 

property) to COLL 5.6.19R (Investment limits for immovables); 

and 

   (g) gold up to a limit of 10% in value of the scheme property. 
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 Spread: general 

5.7.5 R (1) This rule does not apply in respect of government and public 

securities. 

  (2) Not more than 20% in value of the scheme property is to consist of 

deposits with a single body. 

  (3) Not more than 10% in value of the scheme property is to consist of 

transferable securities or approved money-market instruments issued 

by any single body subject to COLL 5.6.23R (Schemes replicating an 

index). 

  (4) The limit of 10% in (3) is raised to 25% in value of the scheme 

property in respect of covered bonds.  

  (5) In applying (3) certificates representing certain securities are to be 

treated as equivalent to the underlying security. 

  (6) The exposure to any one counterparty in an OTC derivative 

transaction must not exceed 10% in value of the scheme. 

  (7) Except for a feeder scheme which (in respect of investment in units in 

collective investment schemes) is dedicated to the units of a master 

scheme, not more than 35% in value of the scheme is to consist of the 

units of any one scheme.  

  (8) For the purpose of calculating the limit in (6), the exposure in respect 

of an OTC derivative may be reduced to the extent that collateral is 

held in respect of it if the collateral meets each of the conditions 

specified in (9). 

  (9) The conditions referred to in (8) are that the collateral: 

   (a) is marked-to-market on a daily basis and exceeds the value of 

the amount at risk; 

   (b) is exposed only to negligible risks (e.g. government bonds of 

first credit rating or cash) and is liquid; 

   (c) is held by a third party custodian not related to the provider or is 

legally secured from the consequences of a failure of a related 

party; and 

   (d) can be fully enforced by the non-UCITS retail scheme operating 

as a FAIF at any time. 

  (10) For the purpose of calculating the limit in (6), OTC derivative 

positions with the same counterparty may be netted provided that the 

netting procedures: 

http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/O?definition=G810
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   (a) comply with the conditions set out in Part 7 (Contractual netting 

(Contracts for novation and other netting agreements)) of Annex 

III to the Banking Consolidation Directive; and 

   (b) are based on legally binding agreements. 

  (11) In applying this rule, all derivatives transactions are deemed to be free 

of counterparty risk if they are performed on an exchange where the 

clearing house meets each of the following conditions: 

   (a) it is backed by an appropriate performance guarantee; and 

   (b) it is characterised by a daily mark-to-market valuation of the 

derivative positions and an at least daily margining. 

  (12) For the purposes of this rule a single body is: 

   (a) in relation to transferable securities and money market 

instruments, the person by whom they are issued; and 

   (b) in relation to deposits, the person with whom they are placed. 

 Guidance on spread: general 

5.7.6 G (1) COLL 5.7.5R(8) to (11) replicate the provisions of Article 5 of the 

Commission Recommendation 2004/383/EC of 27 April 2004 on the 

use of financial derivative instruments for undertakings for collective 

investment in transferable securities, so as to enable non-UCITS retail 

schemes to benefit from the same flexibility.  

  (2) The attention of authorised fund managers is specifically drawn to 

condition (d) in COLL 5.7.5R(9) under which the collateral has to be 

legally enforceable at any time.  It is the FSA’s view that it is 

advisable for an authorised fund manager to undertake a legal due 

diligence exercise before entering into any financial collateral 

arrangement.  This is particularly important where the collateral 

arrangements in question have a cross-border dimension.  The 

depositary will also need to exercise reasonable care to review the 

collateral arrangements in accordance with its duties under COLL 

6.6.4R (General duties of the depositary). 

  (3) In applying the spread limit of 20% in value of scheme property 

which may consist of deposits with a single body, all uninvested cash 

comprising capital property that the depositary holds should be 

included in calculating the total sum of the deposits held by it on 

behalf of the scheme. 

 Investment in collective investment schemes 

5.7.7 R A non-UCITS retail scheme operating as a FAIF must not invest in units in a 

collective investment scheme (second scheme) unless the second scheme is a 

http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/B?definition=G99
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scheme which satisfies the criteria in COLL 5.6.10R(1)(a) to (d) or meets each 

of the requirements at (1) to (4): 

  (1) the second scheme operates on the principle of the prudent spread of 

risk; 

  (2) the second scheme is prohibited from investing more than 15% in 

value of the property of that scheme in units in collective investment 

schemes or, if there is no such prohibition, the non-UCITS retail 

scheme’s authorised fund manager is satisfied, on reasonable grounds 

and after making all reasonable enquiries, that no such investment will 

be made;  

  (3) the participants in the second scheme must be entitled to have their 

units redeemed in accordance with the scheme at a price: 

   (a) related to the net value of the property to which the units relate; 

and 

   (b) determined in accordance with the scheme; and 

  (4) where the second scheme is an umbrella, the provisions in (1) to (3) 

and COLL 5.7.5R (Spread: general) apply to each sub-fund as if it 

were a separate scheme. 

5.7.8 R Feeder schemes which (in respect of investment in units in collective 

investment schemes) are dedicated to units in a single collective investment 

scheme must, in addition to the investment in the master scheme, only hold 

cash or near cash to maintain sufficient liquidity to enable the scheme to meet 

its commitments, such as redemptions. Feeder schemes may also use 

techniques and instruments for the purpose of efficient portfolio management, 

where appropriate, such as forward foreign exchange transactions entered into 

for the purpose of reducing the effect of fluctuations in the rate of exchange 

between relevant currencies. 

 Due diligence requirements 

5.7.9 R (1) A non-UCITS retail scheme operating as a FAIF must not invest in 

units in schemes in COLL 5.7.7R(1) to (3) („second schemes‟) unless 

the authorised fund manager has carried out appropriate due diligence 

on each of the second schemes and: 

   (a) is satisfied, on reasonable grounds and after making all 

reasonable enquiries, that each of the second schemes complies 

with relevant legal and regulatory requirements; 

   (b) has taken reasonable care to determine that: 

    (i) the property of each of the second schemes is held in 

safekeeping by a third party, which is subject to prudential 

regulation and independent of the investment manager of 
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the second scheme; 

    (ii) the calculation of the net asset value of each of the second 

schemes and the maintenance of their accounting records 

is segregated from the investment management function; 

and 

    (iii) each of the second schemes is regularly audited by an 

independent auditor in accordance with international 

standards on auditing. 

  (2) The authorised fund manager of a non-UCITS retail scheme operating 

as a FAIF invested in one or more second schemes must carry out 

appropriate due diligence as detailed in (1) on those schemes on an 

ongoing basis. 

5.7.10 R The authorised fund manager of a non-UCITS retail scheme operating as a 

FAIF which is a feeder scheme must ensure that:  

  (1) its master scheme; and 

  (2) where its master scheme is itself a feeder scheme, any scheme into 

which that master scheme invests; 

  operates on a basis that is consistent with the rules in this section 

notwithstanding any due diligence previously carried out which suggested that 

those schemes would so operate. 

5.7.11 G An authorised fund manager carrying out due diligence for the purpose of the 

rules in this section should make enquiries or otherwise obtain information 

needed to enable him properly to consider: 

  (1) whether the experience, expertise, qualifications and professional 

standing of the second scheme's investment manager is adequate for 

the type and complexity of the second scheme; 

  (2) the adequacy of the regulatory, legal and accounting regimes 

applicable to the second scheme and its investment manager;  

  (3) whether the second scheme, its investment manager and administrator 

have complied with their legal and regulatory obligations, including 

but not limited to an evaluation of the investment manager‟s written 

policies with respect to such compliance; 

  (4) the extent to which the second scheme’s investment manager adheres 

to guidance and codes which amount to good practice in the industry; 

  (5) the adequacy of the second scheme’s systems, controls, governance, 

accounting, administration, business continuity, disaster recovery, 

safekeeping, custody  and trading and execution arrangements; 
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  (6) the extent to which the property of the second scheme may be 

rehypothecated and the potential impact of such rehypothecation on the 

non-UCITS retail scheme operating as a FAIF; 

  (7) the adequacy of the second scheme’s risk management process, in 

particular: 

   (a) the methodology by which risk is measured and its practical 

adequacy in the light of the limitations inherent in risk measures 

(such as value at risk), including where appropriate, reference to 

market risk, credit risk (including counterparty credit risk), 

liquidity risk, operational risk and outsourcing risk; 

   (b) the extent to which the second scheme's investment manager 

carries out stress testing and backtesting, to determine how 

potential changes in market conditions could impact on the 

value of the second scheme's portfolio; 

   (c) the reporting, escalation and review processes within the second 

scheme's governance structure; 

   (d) the manner in which risks arising from services provided by 

third parties are managed, including where those third parties 

provide prime brokerage, administration, auditing, valuation, 

risk monitoring, business continuity and disaster recovery 

services; and 

   (e) the management of key person risk; 

  (8) the adequacy of the second scheme's investment strategy and trading 

philosophy; 

  (9) the implications of currency convertibility (if any); 

  (10) whether the second scheme produces a valuation that is sufficiently 

accurate for the authorised fund manager to be reasonably satisfied 

that the price of the FAIF’s units can be calculated in accordance with 

COLL 6.3 (Valuation and pricing), including but not limited to an 

assessment of:  

   (a) the roles and responsibilities of each of the parties involved in 

the second scheme’s valuation process and the extent to which 

these are defined; 

   (b) the extent to which the valuation process is segregated or is 

functionally separate from the second scheme’s investment 

manager where the second scheme is not subject to completely 

independent valuation by a third party; 

   (c) the methods used by the second scheme for the valuation of 

each part of its property including those assets which are 
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difficult to value or which are not subject to independent market 

pricing; 

   (d) the extent to which the investment manager of the second 

scheme does not rely on prices from external sources, and its 

written policies relating to this; 

   (e) the manner in which the investment manager of the second 

scheme selects and monitors the adequacy of its pricing sources; 

   (f) the extent to which the investment manager of the second 

scheme operates a valuation policy that is consistent and fair to 

both subscribing and redeeming investors from the second 

scheme; 

  (11) the level of liquidity, redemption policy and dealing arrangements 

offered by the second scheme and whether they are sufficient for the 

investing  scheme to be able to meet its obligations in respect of 

redemptions;  wherever appropriate the authorised fund manager may 

need to consider how many second schemes the investing scheme 

should invest in to ensure that that scheme can meet its redemption 

obligations; and 

  (12) any relevant conflicts of interest that may arise out of the relationships 

of the second scheme’s investment manager with other relevant parties 

and in particular detract from the integrity of the second scheme’s 

decision-making process, including:   

   (a) relationships with brokers or service providers; 

   (b) conflicts that may be generated by fee structures; 

   (c) use of dealing commission to purchase goods or services; 

   (d) conflicts that may arise from the second scheme’s investment 

manager managing that scheme alongside other business; and 

   (e) the conflicts of interest that may arise (if any) between the 

second scheme's investment manager and any person instructed 

to carry out due diligence on the authorised fund manager’s 

behalf. 

     

Amend the following as shown. 

 Sale and redemption 

6.2.16 R …  

  (5) The Except where (5A) applies the period in (4) expires at the close of 

business on the fourth business day following the later of: 
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   … 

  (5A) Where a non-UCITS retail scheme operating as a FAIF operates limited 

redemption arrangements, the period in (4) expires no later than the 

expiry of a period of 185 days from the date of receipt and acceptance 

of the instruction to redeem. 

  …  

…    

6.2.19 R (1) The instrument constituting the scheme and the prospectus of a non-

UCITS retail scheme operating as a FAIF, or that invests substantially 

in immovables or whose investment objective is to provide a specified 

level of return, may provide for limited redemption arrangements 

appropriate to its aims and objectives. 

  (2) Where (1) applies, the scheme must provide for sales and redemptions 

at least once in every six months. 

  (3) Within a scheme, unit classes may operate different arrangements for 

redemption sales and redemptions of units provided there is no 

prejudice to the interests of any unitholder.  

  (4) The scheme may provide for sales of units of any class to be executed 

at a greater frequency than redemptions of units of the same class. 

…     

 Deferred redemption 

6.2.21 R (1) The Subject to (1A) and (3) the instrument constituting the scheme and 

the prospectus of an authorised fund which has at least one valuation 

point on each business day, may permit deferral of redemptions at a 

valuation point to the next valuation point where the requested 

redemptions exceed 10%, or some other reasonable proportion 

disclosed in the prospectus, of the authorised fund's value. 

  (1A) Subject to (3) the instrument constituting the scheme and the 

prospectus of a non-UCITS retail scheme operating as a FAIF may 

permit deferral of redemptions at a valuation point to a following  

valuation point where the requested redemptions exceed 10%, or some 

other reasonable proportion disclosed in the prospectus, of the 

authorised fund's value. 

  (2) Any deferral of redemptions under (1) or (1A) must be undertaken in 

accordance with the procedures explained in the prospectus which 

must ensure: 

   (a) the consistent treatment of all unitholders who have sought to 

redeem units
 
at any valuation point at which redemptions

 
are 

http://fsahandbook.info/FSA/glossary-html/handbook/Glossary/R?definition=G964
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deferred; and 

   (b)  that all deals relating to an earlier valuation point are completed 

before those relating to a later valuation point are considered. 

  (3) Any deferral under (1A) is subject to the limitations on payments to 

unitholders in COLL 6.2.16R(5A). 

…   

 Valuation points 

6.3.4 R …  

  (6) Higher volatility funds must have at least one valuation point every 

business day except where the scheme is a non-UCITS retail scheme 

operating as a FAIF. 

  …  

…   

 Table: contents of qualified investor scheme prospectus 

8.3.4 R …  

  …  

  3 Investment objectives and policy 

   …  

   (5) Where a scheme is a feeder scheme which (in respect of 

investment in units in a single collective investment scheme) is 

dedicated to units in a collective investment scheme, details of 

the master scheme and the minimum (and, if relevant, 

maximum) investment that the feeder scheme may make in it; 

  …  

…    

 Application 

…   

8.4.1A R (1) Where this section refers to a second scheme, and the second scheme is 

a feeder scheme, which (in respect of investment in units in collective 

investment schemes) is dedicated to units in a single collective 

investment scheme, the reference in this section to the second scheme 

must be read as if it were a reference to any scheme into which the 

feeder scheme’s master scheme invests. 
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  (2) Where this section refers to a second scheme, and the second scheme is 

a master scheme to which (in respect of investment in units in 

collective investment schemes) the relevant qualified investor scheme is 

dedicated, the reference in this section to the second scheme must be 

read as if it were a reference to any scheme into which that master 

scheme invests. 

…    

8.4.5 R (1) A qualified investor scheme may invest in units in a scheme (a „second 

scheme‟) only if the second scheme is: 

   (1)(a) a regulated collective investment scheme; or 

   (2)(b) a scheme not within (1)(a) where the authorised fund 

manager has taken reasonable care to determine that: 

    (a)(i) it is the subject of an independent annual audit 

conducted in accordance with international 

accounting standards on auditing; 

    (b)(ii) it has its value verified by a person independent 

from its operator in relation to each day on which 

dealing in that scheme's units may take place the 

calculation of the net asset value of each of the 

second schemes and the maintenance of their 

accounting records is segregated from the 

investment management function; 

    (c) there are mechanisms in place to enable unitholders 

to redeem their units within a reasonable time; 

    (d)(iii) (unless it is a master scheme to whose units the 

relevant qualified investor scheme is dedicated) it is 

prohibited from having investing more than 15% of 

its value in units of schemes or, if there is no such 

prohibition, the qualified investor scheme’s 

authorised fund manager is satisfied, on reasonable 

grounds and after making all reasonable enquiries, 

that no such investment will be made;  and 

    (e)(iv) it operates in accordance with the principle of risk 

spreading as described in COLL 8.4.2R. 

  (2) A qualified investor scheme must not invest more than 20% in value of 

the scheme property in units in second schemes which are unregulated 

schemes or qualified investor schemes unless the authorised fund 

manager has carried out appropriate due diligence on each of the 

second schemes and has taken reasonable care to determine that, after 

making all reasonable enquiries and on reasonable grounds, the second 

scheme complies with relevant legal and regulatory requirements. 
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  (3) The authorised fund manager of a qualified investor scheme with more 

than 20% in value of the scheme property invested in one or more 

second schemes which are unregulated schemes or qualified investor 

schemes must carry out appropriate due diligence on those schemes on 

an ongoing basis. 

…   

8.4.5B G (1) The guidance at COLL 5.7.11G applies to an authorised fund manager 

of a qualified investor scheme carrying out due diligence for the 

purpose of COLL 8.4.5R, as if that guidance related to COLL 8.4.5R. 

  (2) Where COLL 5.7.11G(10) refers to COLL 6.3 (Valuation and pricing), 

that reference should be read as if it were a reference to COLL 8.5.9R 

(Valuation, pricing and dealing). 

  (3) In addition to the guidance at COLL 5.7.11G the authorised fund 

manager should, as part of its due diligence process, consider whether 

the property of each of the second schemes is held in safekeeping by a 

third party, which is subject to prudential regulation and independent 

of the investment manager of the second scheme and, if not, what 

controls over the property of the second scheme are in place to protect 

investors. 
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