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Manager’s Report 
for the year ended June 30, 2017 
 

 

Market Overview 

 

The global growth picture was supportive for credit fundamentals over the past 12 months. US economic data releases were broadly positive, indicating 

further growth momentum and a tightening labor market. The US Federal Reserve raised the federal funds rate 3 times by 25 bps signaling its confidence 

the economy is strong enough for a start to normalization of monetary policy. Over twelve months ending June 30, 2017, two year and three year U.S. 

Treasuries rose 80 and 86 bps respectively ending at 1.38% from 1.55%. This indicates a slight steepening of the short duration yield curve over the 

period. Credit spreads also tightened over the period thanks to the strong technical backdrop and the overall low level of global bond yields with the 

BofA Merrill Lynch 1-3 Year US Corporate Index tightening by 32 bps. Oil saw some price volatility over this period falling to below $40 in August 2016 

but recovered to above $54 in February 2017 to finish at $46 at the end of June. 

 

Portfolio Overview 

 

The portfolio outperformed the reference benchmark gross of fees over the period. The portfolio maintained a duration underweight over the period 

which helped drive performance as yields rose. From a credit perspective the portfolio was overweight corporates which again contributed to 

performance, especially the sector overweight to financials. We continue to overweight corporate credit under the current macro conditions as we 

believe with a back drop of solid growth and strong corporate earnings investment grade corporate bonds continue to look attractive relative to 

government bonds.  

 

Outlook 

 

The US policy outlook remains uncertain, and expectations for US fiscal stimulus have weakened. As US legislators focus on tax reform and fiscal 

stimulus, this could be positive for corporate credit but risks a faster tightening path. Overall, the current macro environment remains supportive for 

credit. While investment grade debt leverage ratios are somewhat elevated they have stabilized and together with interest coverage ratios are even 

showing signs of improvement as debt growth has decreased while EBITDA growth has accelerated. Default rates also remain low. US investment 

grade spreads may be volatile in the short term given fuller valuations. With yields still low, we prefer to be slightly short duration relative to benchmarks.  
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Independent Auditor’s Report 
 
The Board of Directors and Shareholders of 
HSBC Specialist Funds Limited 
 
 
We have audited the accompanying financial statements of HSBC Specialist Funds Limited (comprised of the 
Short Duration Fixed Income Fund and the Alternative Fund), which comprise the statements of assets and 
liabilities, including the statements of net assets as of June 30, 2017, and the related statements of operations 
and changes in net assets for the year then ended, and the related notes to the financial statements. 
 
Management’s Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance 
with U.S. generally accepted accounting principles; this includes the design, implementation, and maintenance 
of internal control relevant to the preparation and fair presentation of financial statements that are free from 
material misstatement, whether due to fraud or error. 
 
Auditor’s Responsibility 
 
Our responsibility is to express an opinion on these financial statements based on our audit. We conducted our 
audit in accordance with auditing standards generally accepted in the United States of America. Those standards 
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements 
are free from material misstatement.  
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the 
financial statements. The procedures selected depend on the auditor’s judgment, including the assessment of the 
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of 
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not for 
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. Accordingly, we 
express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used and 
the reasonableness of significant accounting estimates made by management, as well as evaluating the overall 
presentation of the financial statements.  
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinion. 
 
Opinion 
 
In our opinion, the financial statements referred to above present fairly in all material respects, the financial 
position of HSBC Specialist Funds Limited as of June 30, 2017, and the results of its operations for the year 
then ended in accordance with U.S. generally accepted accounting principles. 
 

 
 
Chartered Professional Accountants 
Hamilton, Bermuda 
September 26, 2017 

http://www.kpmg.bm/
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HSBC Specialist Funds Limited 
Statements of Net Assets 
as at June 30, 2017 

 

 
     

 Short Duration Fixed Income Fund 
 

 Amortized Fair 

 

% of 

 Nominal Cost Value Net 

 Value USD USD Assets 

     

Fixed Income Notes     
ABN Amro Bank (144A) (Reg) 1.8% 09/20/2019 1,000,000  999,002   993,820   0.83  

ABN Amro Bank (144A) (Reg) 2.1% 01/18/2019 1,250,000  1,250,075   1,252,675   1.05  

AIG Global Funding (144A) (Reg) 2.15% 07/02/2020 500,000  499,685   501,120   0.42  

ANZ New Zeland International/LDN (144A) (Reg) 2.25% 02/01/2019 1,000,000  999,951   1,005,345   0.84  

Alibaba Group Holding 1.625% 11/28/2017 (Reg) 1,500,000  1,500,839   1,499,265   1.25  

Apple Inc 1% 05/03/2018 1,500,000  1,498,713   1,495,087   1.25  

Australia & New Zealand Banking Group NY 2% 11/16/2018 1,500,000  1,499,413   1,504,410   1.26  

Bank of Montreal (144A) (Reg) 1.75% 06/15/2021 2,000,000  1,951,966   1,964,280   1.64  

Bank of Nova Scotia (Reg) 1.875% 04/26/2021 1,000,000  979,495   987,215   0.83  

Bank of Nova Scotia (Reg) 2.125% 09/11/2019 500,000  501,508   502,297   0.42  

Caisse Centrale Desjardn (144A) 1.55% 09/12/2017 1,500,000  1,499,912   1,499,858   1.26  

Canadian Imperial Bank (144A) (Reg) 2.25% 07/21/2020 2,000,000  2,004,052   2,009,180   1.68  

Chevron Corp (Reg) 1.79% 11/16/2018 1,500,000  1,500,000   1,504,928   1.26  

Chevron Corp 1.104% 12/05/2017 1,000,000  999,156   998,980   0.84  

Chevron Phillips Chem Co (144A) 1.7% 05/01/2018 1,000,000  999,968   1,000,685   0.84  

Commonwealth Bank of Australia NY (Ser GMTN) (Reg) 2.05% 03/15/2019 1,500,000  1,498,876   1,503,750   1.26  

Cred Mutuel - CIC Home LO (144A) 1.5% 11/16/2017 3,000,000  3,000,463   3,000,150   2.51  

Credit Suisse New York 2.3% 05/28/2019 1,500,000  1,509,872   1,510,222   1.26  

DNB Boligkreditt (144A) (Reg) 1.45% 03/21/2018 2,500,000  2,502,722   2,498,750   2.09  

Daimler Finance NA LLC (144A) (Reg) 1.5% 07/05/2019 1,000,000  989,937   990,790   0.83  

Daimler Finance NA LLC (144A) (Reg) 2.45% 05/18/2020 500,000  500,153   504,177   0.42  

Fannie Mae (Reg) 1.75% 06/20/2019 6,000,000  6,040,751   6,043,800   5.06  

Fannie Mae (Reg) 1.75% 09/12/2019 17,400,000  17,670,219   17,509,272   14.66  

Freddie Mac (Reg) 1.25% 08/01/2019 2,900,000  2,910,315   2,888,951   2.42  

Freddie Mac (Reg) 1.375% 04/20/2020 3,900,000  3,887,520   3,877,692   3.25  

Hana Bank (144A) (Reg) 3.5% 10/25/2017 1,500,000  1,508,504   1,506,862   1.26  

Hutch Whampoa International 14 Ltd (144A) (BR) 1.625% 10/31/2017 1,500,000  1,499,611   1,499,520   1.26  

ING Bank (144A) (Reg) 2% 11/26/2018 1,400,000  1,398,248   1,403,192   1.17  

Industrial & Commercial Bank China NY 2.351% 11/13/2017 800,000  800,000   801,376   0.67  

JP Morgan Chase Bank (Reg) 1.65% 09/23/2019 1,000,000  994,767   994,910   0.83  

JP Morgan Chase & Co (Reg) 2.25% 01/23/2020 500,000  501,731   501,802   0.42  

Kookmin Bank (144A) (Reg) 2.125% 10/21/2020 1,000,000  1,005,380   984,645   0.82  

Korea Gas Corp (144A) (Reg) 2.25% 07/25/2017 1,000,000  1,000,355   1,000,415   0.84  

Korea National Oil Corp (Reg S) 2.75% 01/23/2019 1,000,000  1,017,332   1,007,475   0.84  

Macquarie Bank Ltd (144A) (Reg G) 2.35% 01/15/2019 1,500,000  1,499,906   1,506,097   1.26  



The accompanying notes form an integral part of these Financial Statements 
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HSBC Specialist Funds Limited 
Statements of Net Assets (Continued) 
as at June 30, 2017 

 

 
 

     

 Short Duration Fixed Income Fund (continued) 
 

 Amortized Fair 

 

% of 

 Nominal Cost Value Net 

 Value USD USD Assets 

     

Fixed Income Notes (continued)     
Massmutual Global Funding (144A) (Reg) 1.55% 10/11/2019  2,500,000   2,498,950   2,473,975   2.07  

Met Life Global Funding I (144A) 1.5% 01/10/2018  2,400,000   2,398,649   2,398,116   2.01  

Microsoft Corp (Reg) 1.1% 08/08/2019  1,500,000   1,498,911   1,484,167   1.24  

Microsoft Corp (Reg) 1.85% 02/06/2020  1,000,000   999,417   1,002,255   0.84  

Mizuho Bank Ltd (144A) (Reg) 1.7% 09/25/2017  2,000,000   1,999,772   2,000,460   1.67  

National Australia Bank/NY 2.125% 05/22/2020  1,000,000   998,273   999,230   0.84  

National Bank Of Canada 2.15% 06/12/2020  750,000   749,211   748,316   0.63  

New York Life Global FDG (144A) (Reg) 1.95% 02/11/2020  1,750,000   1,743,977   1,747,673   1.46  

Nordea Bank (144A) (Reg) 4.875% 01/27/2020  1,500,000   1,593,548   1,599,788   1.34  

Royal Bank of Canada 1.2% 09/19/2017  2,000,000   1,999,300   1,999,460   1.67  

Scentre Group Trust 1/2 (144A) 2.375% 11/05/2019  850,000   847,690   848,134   0.71  

Schlumberger Norge (144A) (Reg) 1.25% 08/01/2017  1,000,000   999,792   999,515   0.84  

State Grid Overseas Investment (144A) 2.25% 05/04/2020  1,600,000   1,597,510   1,596,288   1.34  

Swedbank Hypotek (144A) (Reg) 1.375% 03/28/2018  2,500,000   2,501,126   2,495,875   2.09  

Tencent Holdings Ltd (144A) (Reg) 3.375% 05/02/2019  1,300,000   1,326,586   1,330,609   1.11  

Toronto-Dominion Bank (Reg) 2.625% 09/10/2018  2,500,000   2,535,561   2,527,863   2.12  

Toyota Motor Credit Corp (Reg) 1.4% 05/20/2019  1,000,000   999,113   993,170   0.83  

Toyota Motor Credit Corp (Reg) 1.95% 04/17/2020  1,500,000   1,499,356   1,501,343   1.26  

UBS London (144A) 2.2% 06/08/2020  700,000   699,547   699,951   0.59  

Wells Fargo Bank NA (Reg) 1.75% 05/24/2019  2,500,000   2,499,284   2,496,713   2.09  

Westpac Banking Corp (Reg) 1.95% 11/23/2018  1,500,000   1,499,936   1,502,265   1.26  

  103,905,906 103,698,159        

103,698,159  

 

86.81 

     
     
     
     
     



The accompanying notes form an integral part of these Financial Statements 
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HSBC Specialist Funds Limited 
Statements of Net Assets (Continued) 
as at June 30, 2017 

 

 

 
     

 Short Duration Fixed Income Fund (continued) 
 

 Amortized Fair 

 

% of 

 Nominal Cost Value Net 

 Value USD USD Assets 

     

Floating Rate Notes  
AIG Global Funding (144A) (Reg) FRN 07/02/2020  1,000,000   1,000,000   1,001,180   0.84  

Berkshire Hathaway Finance (Reg) FRN 01/10/2020  1,000,000   1,000,000   1,005,790   0.84  

Commonwealth Bank of Australia NY (144A) (Reg) FRN 11/02/2018  1,000,000   1,000,000   1,007,590   0.84  

DBS Group Holdings Ltd (144A) (Reg) FRN 06/08/2020  1,500,000   1,500,000   1,503,000   1.26  

Macquarie Bank Ltd (144A) FRN 01/15/2019  1,000,000   1,000,000   1,010,220   0.85  

National Australia Bank (144A) (Reg) FRN 05/22/2022  1,000,000   1,000,000   1,000,615   0.84  

Nordea Bank (144A) (Reg) FRN 09/17/2018  1,000,000   1,000,000   1,009,860   0.84  

Svenska Handelsbanken (Reg) FRN 06/17/2019  1,000,000   1,000,000   1,003,615   0.84  

Svenska Handelsbanken FRN 10/01/2020  2,000,000   2,001,295   2,028,570   1.70  

Westpac Banking Corp (Reg) FRN 11/23/2018  1,000,000   1,000,000   1,008,090   0.84  

   11,501,295   11,578,530  9.69 

     

Treasury Notes     

US Treasury Note 1.625% 03/15/2020 1,550,000 1,556,204 1,554,965 1.30 

  1,556,204 1,554,965 1.30 

     

Total investments   116,963,405 116,831,654 97.80 

Other net assets    2,627,036 2.20 

Net assets    119,458,690 100.00 

     

     

     

     

     
     
     
     
     



The accompanying notes form an integral part of these Financial Statements 
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HSBC Specialist Funds Limited 
Statements of Net Assets (Continued) 
as at June 30, 2017 

 

 

      

Alternative Fund   Purchase Fair  % of  

 Liquidity Holdings  Price Value Net 

 Period In Shares USD USD Assets 
      

Investment in investee fund: 
 

    

Multi-Strategy      

HSBC Portfolio Selection Fund GH Fund Class AP Monthly 285,851 51,726,488 54,763,377 99.07 

Total investments   51,726,488 54,763,377 99.07 

Other net assets    511,659 0.93 

Net assets    55,275,036 100.00 

      



The accompanying notes form an integral part of these Financial Statements 
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HSBC Specialist Funds Limited 
Statements of Operations 
for the year ended June 30, 2017 

 

 
 Short Duration  

 Fixed Income Fund Alternative Fund 

  USD USD 

     

Income   

Interest income 2,225,477 - 

Other income 28 9 

 2,225,505 9 

   

Expenses   

Management fee (notes 4 & 15) 592,129 1,051,506 

Audit fees 16,731 11,965 

Directors' fees (note 8) 6,366 3,519 

Interest expense 729 17,804 

Other expenses 30,032 15,838 

  645,987 1,100,632 

Net investment income/(loss) 1,579,518 (1,100,623) 

   

Net realized gains on sale of investments 3,641 3,143,423 

Net change in unrealized (losses)/gains on investments (1,372,537) 3,217,667 

  (1,368,896) 6,361,090 

Net increase in net assets resulting from operations 210,622 5,260,467 

 

 



HSBC Specialist Funds Limited 
Statements of Changes in Net Assets 
for the year ended June 30, 2017 

The accompanying notes form an integral part of these Financial Statements 
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Short Duration Fixed Income Fund   Class AC  Class AD   Class CC  Class CD   Class IC   Class ID   

   USD   USD   USD   USD   USD   USD   Total  

            

Net assets at start of the year  73,397,347 1,011,293 70,196,168 103 23,623,594 37,697,125 205,925,630 

        
Net (decrease)/increase in net 

assets from operations        

Net investment income  563,228  9,482  628,009  1  91,482   287,316   1,579,518  
Net realized (losses)/gains on sale of 
investments   (9,661) (360)  9,306  -  7,334   (2,978)  3,641  
Net change in unrealized losses on 
investments   (578,114) (6,649) (443,437) (1)  (91,926)  (252,410)  (1,372,537) 

  (24,547) 2,473 193,878 - 6,890 31,928 210,622 

        

Subscriptions and redemptions         

Proceeds on issue of shares  4,891,391   -   5,000,000   -   -   334,253  10,225,644 

Payments on redemption of shares (30,844,183) - (33,800,331) - (16,495,304) (15,425,440) (96,565,258) 

  (25,952,792) - (28,800,331) - (16,495,304) (15,091,187) (86,339,614) 

        

Dividends (note 14)  - (12,127) - - - (325,821) (337,948) 

        

Net assets at end of the year  47,420,008 1,001,639 41,589,715 103 7,135,180 22,312,045 119,458,690 

 

Alternative Fund      Class AC   Class LC   

       USD   USD   Total  

       
 

Net assets at start of the year      107,232,314 2,688,565 109,920,879 

        
Net increase in net assets from 

operations        

Net investment loss     (1,073,070) (27,553) (1,100,623) 
Net realized gains on sale of 

investments      3,058,437 84,986 3,143,423 
Net change in unrealized gains on 

investments      3,145,899 71,768 3,217,667 

      5,131,266 129,201 5,260,467 

        

Subscriptions and redemptions         

Proceeds on issue of shares     1,156,000 199,110 1,355,110 

Payments on redemption of shares     (60,547,427) (713,993) (61,261,420) 

      (59,391,427) (514,883) (59,906,310) 

        

Net assets at end of the year      52,972,153 2,302,883 55,275,036 

 



HSBC Specialist Funds Limited 
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for the year ended June 30, 2017 
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1. The Company 

 

HSBC Specialist Funds Limited (the "Company") is an open-ended exempted mutual fund company incorporated with limited liability and unlimited 

duration in Bermuda on September 5, 2001 in accordance with the Companies Act 1981 of Bermuda. 

 

The Company is managed by HSBC Global Asset Management (Bermuda) Limited (the "Manager"), a wholly-owned subsidiary of HSBC Bank 

Bermuda Limited (the “Bank”), a member of the HSBC Group. 

 

The shares of the Company are divided into several classes (the "Classes"), one or more of which will be related to a Fund within the Company 

for which the Company maintains separate accounts. The assets of each Class of the Company are held exclusively for the benefit of the 

holders of the shares of the relevant Class. However, all assets of the Company are subject to the general creditors of the Company, in 

that the assets of each Class may be exposed to the liabilities of other Classes within the Company. At June 30, 2017, the Directors 

were not aware of any such specific existing or contingent liabilities.  

 

The principal objective of the Short Duration Fixed Income Fund is to maximize income while attempting to minimize the risk of capital 

deterioration. 

 

The objective of the Alternative Fund is to provide a total return from selected investments in a number of hedge funds, which utilize and trade 

a range of different strategies and markets worldwide. 

 

The following Funds and share classes existing as at June 30, 2017 (see also Note 10): 

Date of Inception 
 

Short Duration Fixed Income Fund - Class AC - USD March 8, 2010 

Short Duration Fixed Income Fund - Class AD - USD  March 31, 2011 

Short Duration Fixed Income Fund - Class CC - USD  February 28, 2014 

Short Duration Fixed Income Fund - Class CD - USD   February 28, 2014  

Short Duration Fixed Income Fund - Class IC - USD                                                                          March 8, 2010 

Short Duration Fixed Income Fund - Class ID - USD  March 29, 2011  

Alternative Fund - Class AC - USD  March 31, 2015 

Alternative Fund - Class LC - USD  March 31, 2015         
 
   

2. Significant Accounting Policies 

 

The accompanying financial statements are prepared in accordance with U.S. generally accepted accounting principles (“U.S. GAAP”). The 

Company meets the typical characteristics of an investment company and is therefore applying the accounting and reporting guidance under 

Financial Accounting Standards Board Accounting Standards Codification (“FASB ASC”) Topic 946, Financial Services – Investment 

Companies.  

 

The significant accounting and reporting polices adopted by the Company are as follows: 

 

(a)    Investment transactions and income 

Investment transactions are recorded on the trade date. Realized gains and losses on investment transactions are calculated on a first in 

first out basis for the Short Duration Fixed Income Fund and on a weighted average cost basis for the Alternative Fund. Realized and 

unrealized gains and losses arising from investment transactions are included in the statements of operations. 

 

Discounts and premiums on debt securities are amortized over the life of the respective securities using the effective interest rate 

method. 



HSBC Specialist Funds Limited 
Notes to the Financial Statements 
for the year ended June 30, 2017 
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2. Significant Accounting Policies (continued) 
 

 (b)   Valuation of investments 

In accordance with US GAAP, fair value is defined as the price that the Company would receive to sell an asset or pay to transfer a liability 

in an orderly transaction between market participants at the measurement date. Accounting guidelines for fair value measurements 

establishes a framework for measuring fair value, using a three-level hierarchy for fair value measurements based upon the transparency 

of inputs to the valuation of an asset or liability. Inputs may be observable or unobservable and refer broadly to the assumptions that market 

participants would use in pricing the asset or liability. Observable inputs reflect the assumptions market participants would use in pricing the 

asset or liability based on market data obtained from sources independent of the Company. Unobservable inputs reflect the Company’s 

own assumptions about the assumptions that market participants would use in pricing the asset or liability developed based on the best 

information available in the circumstances. Each investment is assigned a level based upon the observability of the inputs which are 

significant to the overall valuation. The three-tier hierarchy of inputs is summarized below: 
 

•    Level 1 – observable prices and quoted prices in active markets for identical investments 

•    Level 2 – other significant observable inputs (including quoted prices for similar investments, interest rates, prepayment speeds, 

credit risk, etc.) 

•    Level 3 – significant unobservable inputs (including the Company’s own assumptions in determining the fair value of investments) 
 

The inputs used to measure fair value may fall into different levels of the fair value hierarchy. In such cases, for disclosure purposes, the 

level in the fair value hierarchy within which the fair value measurements falls in its entirety is determined based on the lowest level input 

that is significant to the fair value measurement in its entirety. 
 

Investments in securities are valued as follows: 
 

• The fair value of debt instruments is estimated using various techniques, which may consider recently executed transactions in 

securities of the issuer or comparable issuers, market price quotations (where observable), bond spreads, fundamental data relating 

to the issuer, and credit default swap spreads adjusted for any basis difference between cash and derivatives instruments. While most 

debt instruments are categorized in Level 2 of the fair value hierarchy, in instances where lower relative weight is placed on transaction 

prices, quotations, or similar observable inputs, they are categorized in Level 3 of the fair value hierarchy. 

• Commercial paper is estimated using amortized cost, which approximates fair value. To the extent the inputs are observable and 

timely, the values would be categorized in Level 2 of the fair value hierarchy. 

• Investments in investee funds are valued based on reported net asset value per share as provided by the administrators of the investee 

funds. 
 

(c)    Cash and cash equivalents 

Cash and cash equivalents include cash balances, money market funds, and short-term fixed deposits with maturity dates of less than 30 

days from the date of purchase. 
 

(d)    Interest and dividend income 

Interest income is recorded on the accrual basis. Dividend income is recorded on the ex-dividend date net of withholding tax. 
 

(e)    Expenses 

Each Fund bears its operating expenses which are allocated between all Classes in proportion to the respective net asset value of each 

Class unless the expense is solely attributable to a specific Class upon which it is allocated to the respective Class. 
 

(f) Use of estimates 

The preparation of financial statements in accordance with US GAAP requires management to make estimates and assumptions that 

affect the amounts reported in the financial statements and accompanying notes. Actual results could differ from those estimates. 
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Notes to the Financial Statements 
for the year ended June 30, 2017 
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2. Significant Accounting Policies (continued) 

  

(g)    Foreign currency translation 

Assets and liabilities denominated in currencies other than the base currency of each Class are translated into the base currency at the 

rate of exchange prevailing at the date of the financial statements. Transactions during the year in currencies other than the base 

currency have been translated at the rate of exchange prevailing on the date of the transaction. Realized and unrealized gains and 

losses on translation of investment balances are included in the statement of operations under "net realized gains on sale of investments" 

and "net change in unrealized (losses)/gains on investments", respectively. All other realized and unrealized gains and losses arising 

from foreign currency translation are included in the line item to which they relate. 

 

(h)    Mandatory redeemable financial instruments 

Financial instruments, mandatorily redeemable at the option of the holder, are classified as liabilities when a redemption request has 

been received and the redemption amount has been determined. 

 

(i) Allocation of profits and losses 

All investment income, realized and unrealized gains and losses are allocated to each Class of shares outstanding on a daily basis for the 

Short Duration Fixed Income Fund and on a monthly basis for the Alternative Fund in proportion to their respective interest in the net asset 

value of the respective Fund. 

 

(j)   New Accounting Pronouncements 

In August 2014 the FASB issued Accounting Standards Update 2014-15, Presentation of Financial Statements – Going Concern (“ASU 

2014-15”) relating to the presentation of financial statements on a going concern basis under U.S GAAP. It sets forth that if cond itions or 

events raise substantial doubt about an entity’s ability to continue as a going concern, but the substantial doubt is alleviated as a result of 

consideration of management’s plans, the entity should include a statement in the footnotes indicating that there is substant ial doubt about 

the entity’s ability to continue as a going concern within one year after the date that the financial statements are issued (or available to be 

issued). Additionally, the entity should disclose information that enables users of the financial statements to understand all of the following: 

(i) principal conditions or events that raised substantial doubt about the entity’s ability to continue as a going concern (before  consideration 

of management’s plans); (ii) management’s evaluation of the significance of those conditions or events in relation to the entity’s ability to 

meet its obligations; and (iii) management’s plans that alleviated substantial doubt about the entity’s ability to continue as a going concern. 

The requirements of the standard are effective for interim and annual reporting periods in fiscal periods that begin after December 15, 2016 

with early application permitted. The impact on the Company’s financial statement disclosures is not expected to be material. 

 

In May 2015, the FASB issued Accounting Standards Update No. 2015-07 (“ASU 2015-07”), “Fair Value Measurement (Topic 820): 

Disclosures for Investments in Certain Entities that Calculate Net Asset Value per Share (or its Equivalent)”. ASU 2015-07 removes the 

requirement to categorize within the fair value hierarchy, all investments for which fair value is measured using net asset value per share (or 

its equivalent) using the practical expedient. ASU 2015-07 is effective for fiscal years beginning on or after December 15, 2016 for private 

companies, however, early adoption is permitted. The Fund elected to early adopt ASU 2015-07. Accordingly, investments for which fair 

value is measured using net asset value per share (or its equivalent) as a practical expedient, have not been categorized within the fair value 

hierarchy. 

 

In January 2016, the FASB issued Codification Accounting Standards Update No. 2016-01, (Subtopic 825-10) Recognition and Measurement 

of Financial Assets and Financial Liabilities (“ASU 2016-01”). ASU 2016-01 requires that an entity should present separately in other 

comprehensive income the portion of the total change in the fair value of a liability resulting from a change in the instrument-specific credit 

risk if the entity has elected to measure the liability at fair value in accordance with the fair value option for financial instruments. ASU 2016-

01 is effective for fiscal years beginning after December 15, 2017 and for interim periods within those fiscal years. The impact on the 

Company’s financial statement disclosures is not expected to be material.
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3. Cash and Cash Equivalents 

 
Cash balances are held with HSBC Bank Bermuda Limited (the “Bank”). Cash equivalents comprise investments in HSBC Corporate Money 

Funds Limited. 

 Short Duration  

  Fixed Income Fund  Alternative Fund 

  USD USD 

Cash at bank - 101,627 

Money market fund 3,781,842 - 

  3,781,842 101,627 

 
4. Manager 

 

Under an agreement dated January 17, 2002 and September 12, 2016, HSBC Global Asset Management (Bermuda) Limited agreed to act as 

Manager of the Company and to be responsible for the day-to-day management. The Manager is entitled to receive from the Short Duration Fixed 

Income Fund, out of the assets attributable to the Short Duration Fixed Income Fund, a monthly management fee calculated at a rate of up to 

1% per annum of the average net asset value of the Short Duration Fixed Income Fund on each valuation day and to be reimbursed for its out-

of-pocket expenses. The management fee is calculated daily and paid on the last business day of the month. 

 

The Manager is entitled to receive from the Alternative Fund, out of the assets attributable to the Alternative Fund, a monthly management fee 

calculated at a rate of up to 2.5% per annum of the average net asset value of the Alternative Fund on each valuation day and to be reimbursed 

for its out-of-pocket expenses. The management fee is calculated monthly and paid as at the last Valuation Day in each calendar quarter. 

 

For the year ended June 30, 2017, the Manager has invested certain of the Fund's assets in various other HSBC Funds. The Manager received 

additional management fees on the assets directly from those funds in accordance with the respective management agreements.  

 

The fee rates incurred during the year were as follows: 
 

Fund Class Rate 

Short Duration Fixed Income AC 0.50% 

Short Duration Fixed Income AD 0.50% 

Short Duration Fixed Income CC 0.25% 

Short Duration Fixed Income CD 0.25% 

Short Duration Fixed Income IC 0.40% 

Short Duration Fixed Income ID 0.40% 

Alternative AC 1.00% 

Alternative LC 1.00% 
 

The Manager out of the management fees paid to it for its services provided pursuant to this agreement, shall be responsible for the payment of 

fees and/or expenses of the Custodian and Administrator of the Company.
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5. Administrator  

 

Under an agreement dated January 16, 2002 and as amended on May 20, 2016 between the Company and HSBC Securities Services (Bermuda) 

Limited (the "Administrator"), a wholly-owned subsidiary of the Bank, the Administrator agreed to act as share registrar, transfer agent and the 

secretary, and to provide Foreign Accountant Tax Compliance Act (FATCA) assistance services, accounting and administrative services to the 

Funds. The Administrator shall be paid by the Company, or the Company shall procure that the Manager as its delegate shall pay, by way of 

remuneration for its services pursuant to this agreement fees at such rates as may be agreed from time to time between the Company and the 

Administrator out of the fees payable to the Manager by the Company. 

 

The Administrator is also entitled to receive from the Company or the Company shall procure that the Manager as its delegate shall pay an amount 

equal to the out-of-pocket expenses incurred in carrying out its duties. 

 

6. Custodian 
 

Under an agreement dated January 16, 2002, HSBC Institutional Trust Services (Bermuda) Limited (the "Custodian") was appointed Custodian for 

the Company. The Custodian shall be paid by the Company, or the Company shall procure that the Manager as its delegate shall pay, by way 

of remuneration for its services pursuant to this agreement fees at such rates as may be agreed from time to time between the Company and 

the Custodian out of the fees payable to the Manager by the Company. 

 

The Custodian is also entitled to receive from the Company or the Company shall procure that the Manager as its delegate shall pay an amount 

equal to the out-of-pocket expenses incurred in carrying out its duties. 

 
7. Taxation 

 

At the present time, no income, corporation, profit, withholding or capital gains taxes are levied in Bermuda and, accordingly, no provision for such 

taxes has been recorded by the Company. In the event that such taxes are levied, the Company has received an undertaking from the Bermuda 

Government, under the Exempted Undertaking Tax Protection Act 1966, exempting it from all such taxes until March 31, 2035. 
 

8. Directors’ Fees 
 

Each of the Directors is entitled to receive from the Company a fee at such a rate as may be set from time to time by the Board of 
Directors, provided such remuneration shall not exceed an aggregate amount of $30,000 per annum without prior consent of the shareholders 
in a general meeting. The Directors may also be reimbursed for all travel, hotel and other expenses properly incurred by them in 
attending meetings of the Company. No such fees will be payable where the Director is employed by the Bank or any of its subsidiaries or affiliates. 

 

For the year ended June 30, 2017, Mr. L. Anthony Joaquin and Ms. Julie E. McLean each were paid an annual fee at a rate of $5,000 per 
annum. 

 
9. Related Parties and Directors’ Interests 

 
As at June 30, Directors held the following shares in the Alternative Fund: 
 

Director Number of Shares 

Faith Outerbridge (HBBM Pension) 772 
 

HSBC Global Asset Management (Bermuda) Limited, which is the Investment Manager held 1 share each of Class AD, CC and CD in the Short Duration 

Fixed Income Fund and nil shares in the Alternative Fund. 
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10.   Share Capital 

 
The present authorized share capital of USD100,000 of the Company is divided into 9,999,900 voting participating shares (“Shares”) of USD 

0.01 par value each and 100 non-voting, non-participating founders’ shares of USD 0.01 par value each. The Manager holds all founders’ shares, 

$nil paid. The founders’ shares are not entitled to vote unless there are no other shares in issue, and are not entitled to any dividends. Participating 

shares may be subscribed for and redeemed on a daily basis for the Short Duration Fixed Income Fund and on a monthly basis for the Alternative 

Fund. The minimum initial subscription for Class AC and Class AD Shares in the Short Duration Fund is USD 100,000, for Class CC and Class 

CD Shares it is USD 50,000,000 and for Class IC and Class ID Shares it is USD 10,000,000. The minimum initial subscription for Class AC 

and Class LC Shares in the Alternative Fund is USD 10,000. 

  

 
 Short Duration Fixed Income Fund 

   Class AC  Class AD   Class CC   Class CD   Class IC   Class ID  

Shares in issue July 1, 2016  694,638 9,859 683,893 1 222,070 366,964 

Shares issued during the year   46,283  -  48,685  - - 3,271 

Shares redeemed during the year   (293,253) -  (329,387) - (155,229) (151,000) 

Shares in issue June 30, 2017  447,668 9,859 403,191 1 66,841 219,235 

 

                Alternative Fund 

     Class AC  Class LC  

Shares in issue July 1, 2016    467,077  11,711  

Shares issued during the year    4,957 843 

Shares redeemed during the year    (252,200) (2,997) 

Shares in issue June 30, 2017    219,834 9,557 

 
11.   Cost of Investments 

 

Cost of investments as at June 30, 2017 USD 

Short Duration Fixed Income Fund 116,963,405 

Alternative Fund 51,726,488 

 
12.   Financial Instruments and Associated Risks 

 
Price Risk 

 

Price risk arises primarily from uncertainty around the future prices of financial instruments held by the Funds and represents the loss the Funds 

might incur through holding such instruments in the face of price movements. The Manager allocates the Funds’ portfolio of investments with a 

view to minimizing the risk associated with particular countries and industry sectors. 

 
Currency Risk 

 

Currency risk is the risk that future changes in exchange rates will make financial instruments held by the Funds less valuable. Substantially all 

the investments of each Fund are denominated in USD thus minimizing currency risk. 

 
Interest Rate Risk 

 

The Funds are exposed to interest rate risk to the extent that the fair value of the Fund's financial instruments may fluctuate with movements in 

interest rates. The Short Duration Fixed Income Fund manages interest rate risk by investing in short duration debt instruments and floating rate 

notes. The Funds may also use forward contracts for hedging purposes and as independent profit opportunities and invest in other investment 

companies exposed to significant interest rate risk. The Alternative Fund’s exposure to interest rate risk through its investment in investee funds 

is limited to its investment in such funds. 
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12.   Financial Instruments and Associated Risks (continued) 

 
Liquidity Risk 
 

The Funds are exposed to liquidity risk to the extent that they are unable to realize their positions to meet liabilities and redemptions as they fall 

due in a timely and favorable manner. The Short Duration Fixed Income Fund manages liquidity risk by investing mainly in debt securities 

that can be sold daily. The Alternative Fund invests in other Investment companies that are not publicly traded or for which there is no liquid market. 

The Alternative Fund manages liquidity risk by investing in investee funds that have similar redemption periods as is required by the Alternative 

Fund itself. 

 
Credit Risk 

 

Credit risk is the risk that a  counterparty will fail to discharge its obligation or commitment related to financial instruments it has issued. 

Financial assets that potentially expose the Funds to credit risk consist primarily of cash and cash equivalents, investments and interest receivable. 

The extent of the Fund's exposure to credit risk in respect of these financial assets approximate the carrying values as recorded in the statements 

of assets and liabilities. Credit risk is managed by dealing with reputable counterparties. 
 

13.  Investments in Other Investment Funds 
 

The investments in other investment funds (the “investee funds”) are valued at their fair value. The fair value represents the amount the Alternative 

Fund would have received at June 30, 2017, if it had liquidated its investments. The Alternative Fund has the ability to liquidate its investments 

periodically depending on the provisions of the respective investee fund's offering documents. 

 

The investment funds in which the Alternative Fund has invested utilize a variety of financial instruments in their trading strategies including equity 

and debt securities of both U.S. and foreign issuers, options, futures, forward, and swap contracts. Several of these financial instruments contain 

varying degrees of off-balance sheet risk whereby changes in market values of the securities underlying the financial instruments may be in 

excess of the amounts recorded on each investee funds balance sheet. However, due to the nature of the Fund's interests in the investee funds, 

such risks are limited to the Alternative Fund’s investment in each investee fund. 

 

As of June 30, 2017, the Alternative Class has an investment in GH Fund Class AP (the "investee fund") of the HSBC Portfolio Selection Fund, 

a related party fund managed by HSBC Management (Guernsey) Limited and advised by HSBC Alternative Investments Limited, representing 

100% of its net assets. The objective of the investee fund is to provide a total return from selective investment in a number of hedge funds, which 

utilize and trade in a range of different strategies and markets worldwide. 

 

The following table summarizes the proportionate share of investments of HSBC GH Fund of which the proportionate share is greater than 5% 

of the Alternative Fund’s net assets. The below information is based on the position and holding in the underlying funds as at April 30, 2017: 

 

 Value % of Alternative Fund's 

Description USD Net Assets 

D.E. Shaw Oculus International Fund 3,710,418 6.71% 

Third Point Offshore Fund Limited 3,677,419 6.65% 

MW Eureka Fund Plc 3,632,983 6.57% 

Millennium International Limited 3,600,657 6.51% 

Element Capital Feeder Fund Limited 3,079,002 5.57% 

Tewksbury Investment Fund Limited 2,951,338 5.34% 

Lansdowne UK Equity Fund Limited 2,827,301 5.11% 

Two Sigma Spectrum Cayman Fund Limited 2,795,122 5.06% 
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13.  Investments in Other Investment Funds (continued) 
 

Summarized financial information pertaining to the relevant HSBC GH sub-fund based on its April 30, 2017 audited financial statements is as 
follows: 

 

 As at 

 30 April 2017 

  USD’000 

Current assets  

Cash and cash equivalents 10,338 

Portfolio of investments 1,879,831 

Debtors 37,242 

Total assets 1,927,411 

  

Liabilities  

Creditors: amounts falling due within one year 55,408 

Total liabilities 55,408 

Net assets 1,872,003 

  

Income  

Net capital gains 98,198 

Revenue 7 

  

Interest expense (1,010) 

Operating expense (21,526) 

Net investment expense from operations 22,529 

Change in net assets attributable to holders of redeemable participating  

units from investment activities 75,669 

 
The Company and HSBC GH Fund are related parties by virtue of having managers that are under common control. Investors should refer to 
HSBC GH Fund’s audited financial statements and prospectus for more detailed information. 
 

14.   Dividends 

 

The declaration of dividends is at the discretion of the Directors. It is the present intention of the Directors of the Company to declare quarterly 

dividends with respect to Class AD, Class CD and Class ID shares of the Short Duration Fixed Income Fund, the amount of which may 

fluctuate depending on market conditions. It is the policy of the Directors to distribute the net income from the underlying investments of the 

Class AD, Class CD and Class ID shares of the Short Duration Fixed Income Fund. It is the intention of the Directors of the Company not to make 

distributions of net income to holders of the Class AC, Class CC and Class IC shares of the Short Duration Fixed Income Fund and holders of the 

Class AC and Class LC shares of the Alternative Fund. 

 
The table below reflects the dividends declared during the year and dividends payable as at June 30, 2017. 
 

Short Duration Fixed Income Fund USD 

Dividends declared - Class AD - USD (12,127) 

Dividends declared - Class ID - USD (325,821) 

 

Short Duration Fixed Income Fund USD 

Dividends payable - Class AD - USD (3,500) 

Dividends payable - Class ID - USD (83,309) 
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15. Management, Administration and Custodian Fees 

 

    

Short Duration Fixed 
Income Fund Alternative Fund 

        USD USD 

Class AC management fee 304,425 1,025,185 

Class AD management fee 5,030 - 

Class CC management fee 134,448 - 

Class IC management fee 35,990 - 

Class LC management fee - 26,321 

Class ID management fee 112,236 - 

Total management fee 592,129 1,051,506 

Management fee payable 38,114 73,507 

 

There were no administration fee accrued or payable for the year ended June 30, 2017. 

 

16.   Fair Value Measurements 

 
The following table summarizes the valuation of the Fund’s investments by investment type by the fair value hierarchy levels as of June 30, 2017 

with respect to the Short Duration Fixed Income Fund: 

 

    Level 1    Level 2    Level 3    Total 

                     
Assets                     
                     
Investments, at fair value:                   

 Fixed Income Notes $ -  $  103,698,159  $ -  $  103,698,159 

 Floating Rate Notes  -  
 11,578,530   -   11,578,530 

 Treasury Notes  -   1,554,965   -   1,554,965 

Total investments, at fair 
value   - 

 
 116,831,654   -   116,831,654 

             

Cash equivalents   3,781,842   -   -   3,781,842 

    Total $ 3,781,842  $ 116,831,654  $ -  $ 120,613,496 

 

In accordance with FASB ASC Sub-topic 820-10, certain investments that are measured at fair value using the net asset value per share (or its equivalent) 

practical expedient are not required to be classified within the fair value hierarchy. As the Alternative Fund’s investments as at June 30, 2017 comprised 

solely of investments in other investment companies valued using the net asset value per share (or its equivalent) practical expedient, no fair value hierarchy 

has been disclosed. 

 

The Company’s policy is to recognize transfers into and out of various levels of the fair value hierarchy as at the actual date of the event or 

change in circumstances that caused the transfer. No transfers were made during the year ended June 30, 2017. 
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17.  Financial Highlights 

 
Schedule of Financial Highlights for Short Duration Fixed Income Fund   
for the year ended June 30, 2017                                                                                                                 USD 

                                                                               Class AC  Class AD  Class CC  Class CD  Class IC  Class ID 
 

                       

Selected per share data                       
Net asset value at beginning of the year 105.66  102.58  102.64  102.50  106.38  102.73  
             
Income from investment operations             
Net investment income 1.00  0.96  1.22  1.28  1.11  1.07  
Net realized (loss)/gain on sale of investments 
and net 

            
change in unrealized loss on investments (0.73)  (0.71)  (0.71)  (0.87)  (0.74)  (0.72)  

Total from investment operations 0.27  0.25  0.51  0.41  0.37  0.35  

             
Dividends declared -  (1.23)  -  -  -  (1.31)  
             
Net asset value at end of the year 105.93  101.60  103.15  102.91  106.75  101.77  
             
Total return, excluding dividends declared 0.25 % 0.24 % 0.50 % 0.40 % 0.35 % 0.34 % 
             
Ratios to average net assets             
Total expenses   0.54 % 0.54 % 0.29 % 0.04 % 0.44 % 0.44 % 
Net investment income 0.93 % 0.94 % 1.16 % 1.24 % 1.01 % 1.02 % 
              

             

 

Schedule of Financial Highlights for Alternative Fund   
for the year ended June 30, 2017                                                                                                                                                                   USD 

                                                                                     Class AC    Class LC  

                       

Selected per share data                       
Net asset value at beginning of the year       229.58    229.58  
             
Income from investment operations             
Net investment loss       (2.49)    (2.49)  
Net realized gains on sale of investments and 
net 

            
change in unrealized gains on investments       13.88    13.88  

Total from investment operations       11.39    11.39  

             
Net asset value at end of the year       240.97    240.97  
             
Total return        4.96 %   4.96 % 
             
Ratios to average net assets             
Total expenses        1.05 %   1.05 % 
Net investment loss       (1.05) %   (1.05) % 
              

             

An individual shareholder's return may vary from the above, based on the timing of subscriptions and redemptions. 

 
18.  Subsequent Events 

 

Management  have assessed and evaluated all subsequent events arising from the date of the statements of assets and liabilities up until 

September 26, 2017 and have concluded that no additional disclosures are required. 
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