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We hope you �nd this document easy to use.  
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an important thing to remember:

Specialised Private Capital Ltd trading as Centric Capital ACN 095 773 390 (�we�, �us�, �the Manager� or �Centric Capital�), Australian 
�nancial services licence number 246744, is a wholly owned subsidiary of Centric Wealth Ltd ACN 100 375 237 (�Centric Wealth�). 
Centric Capital does not promise that you will earn any return on your investment or that your investment will gain or retain its 
value, nor does anyone else. No Centric Wealth company other than Centric Capital makes any statement or representation in this 
information memorandum.  Centric Capital is the responsible entity of Distressed Assets Fund (�the Fund�), an Australian registered 
managed investment scheme whose sole purpose is to invest in the Helmsman Capital Fund II (�HCF II� or �the Underlying Fund�). 

what�s in this product disclosure statement?
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overview
In 2002, we established the Distressed Debt Fund, the �rst retail fund in Australia solely focused on distressed 
and turnaround investments. The investment focus of the Distressed Debt Fund was the Helmsman Capital 
Fund (�HCF�), a wholesale fund that in turn specialised in distressed and turnaround investing. 

We have now established the Distressed Assets Fund (�DAF� or �the Fund�). DAF intends to invest in the 
newly established Helmsman Capital Fund II (�HCF II�), a wholesale fund that again specialises in distressed 
and turnaround investing.

Like its predecessor, Helmsman Capital Fund II will be managed by Helmsman Funds Management Ltd 
(�HFM� or the �Investment Manager�)

The investment objective of HCF II is to be an active investor in distressed and turnaround investment 
opportunities, including both debt and equity investments, in Australia and New Zealand. 

The minimum investment commitment by investors for this fund is $25,000 and then in $5,000 increments. 
Units are partly paid, and calls on investors will be on a �just-in-time� basis ~ at least 10 calendar days notice 
will be given. 

Distributions of capital and any income from realised investments will be returned to investors over the life 
of the Fund as soon as practicable after realisation. 

The Fund has no withdrawal facility and a 10 year life (unless extended by the Manager (see page 22), so 
you need to have a long-term investment horizon.

who manages this fund?
Centric Capital manages the Fund. HFM manages the underlying fund.

Centric Capital manages assets of over $100 million, on a fully drawn and capitalised basis. We manage a 
number of registered managed investment schemes and a wholesale trust and are investment manager for 
an unlisted Australian public company. We have, or currently manage, commitments to more than $35 
million of private equity investments.

overview
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summary
This is a summary of the features of the Fund. You should read the entire product disclosure statement for 
full details before investing.

Investment objective The investment objective is to provide investors with exposure  
to a niche asset class in the Australian and New Zealand  
private equity sectors, speci�cally distressed and turnaround 
investment opportunities.

This fund may suit your investment 
needs and risk pro�le if you:

�  seek higher long-term potential returns from private equity 
investments;

�	 are interested in seeking to pro�t from distressed and 
turnaround investment opportunities;

�	 are comfortable with the illiquid nature of private equity 
investments and this fund;

�	 are comfortable with the higher risks associated with distressed 
and turnaround investing; and

�	 are seeking an alternative to traditional publicly listed equities 
and other asset classes.

Responsible Entity Specialised Private Capital Ltd trading as Centric Capital

Term of the Fund 10 years minimum (although it can be extended or may be 
shorter). Please refer to the section entitled �Fund term� on  
page 22 for more details. 

Expected volatility of returns High

Potential for capital growth High (note that distributions may be treated as income)

Potential for income Low

Minimum investment commitment 
/ increments

$25,000/$5,000

Distributions As soon as practicable after investments are realised. Please refer 
to the section entitled �Distributions� on page 20 for details.

Units $1.00, partly paid, with calls on a just-in-time basis (at least  
10 calendar days notice)

Initial amount payable $0.025 per $1.00 unit

($625 per $25,000 commitment and $125 for each additional 
$5,000 commitment)

Close date 14 December 2007 unless extended or closed earlier by  
the Manager

Establishment fee 1.65% plus GST of committed capital. Please refer to the section 
entitled �Establishment fee� on page 13 for more detail.

Management fee 0.935% pa of committed capital although this changes after 5 years 
when the calculation is based on investments. Please refer to the 
section entitled �Management fee� on page 13 for more detail.

Redemptions There is no redemption facility available

overview
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about distressed investing generally
The term �distressed asset� encompasses many types of tangible and intangible assets and rights. The 
primary characteristic of distressed assets is that they are owned or issued by an entity that is in, or is 
perceived to be in, �nancial dif�culty.

Distressed investments describe assets and liabilities of businesses that are close to being, or perceived to 
be, in �nancial distress. 

In the Australian context, �nancial distress is a broad term that includes bankruptcy, administration, 
liquidation and deeds of company arrangement. 

It is worth noting that under certain circumstances, the distressed state can relate to a company, an asset or 
a business. In each case, there is some form of asset, whether it is tangible or intangible.

Distressed assets are generally characterised as being either liquid or illiquid. 

Liquid distressed assets include:

�	 Listed equities;

�	 Bank loans;

�	 Publicly held and traded instruments of businesses that have defaulted on their debt obligations, or that 
may be in receivership or insolvency; and

�	 Publicly held debt securities selling at a discount to their face value.

Illiquid distressed assets include:

�	 Convertible debt and other equity linked securities;

�	 Business assets, including trade names and technology;

�	 Other assets or rights associated with a distressed asset or company; and

�	 Receivables.

Distressed investments generally trade at a discount to their �un-distressed� values.

Price and trading data for traded distressed assets is readily accessible to potential buyers and sellers, 
whereas illiquid distressed assets are not subject to signi�cant price or volume disclosure. Consequently, 
traded distressed assets are both more ef�ciently priced and more frequently traded than illiquid distressed 
assets. This provides value opportunities for experienced illiquid distressed asset investors.

about distressed investing generally
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investing in distressed assets
When investing in distressed assets, professional investors typically target:

�	 Good companies with bad balance sheets; or

�	 Companies with operational dif�culties.

Once selected, the professional investor generally employs one of two basic strategies:

1.	 Active � usually involving seeking some form of control or in�uence over the company or asset, so as to 
actively manage that investment for positive returns; or

2.	 Passive � usually involving non-controlling passive investment positions. Passive investors tend to be simply 
�nancial investors. 

Generally, we believe it is far more effective to seek active management of the investment and this is the 
focus of HCF II. 

a long term investment
Investment in distressed assets requires a long-term focus. The structure of the market for distressed assets 
favours those investors who have the patience and capacity to actively work through the challenges 
associated with distressed investments. Such investments often require detailed and complex negotiations 
with creditors and other interested parties. The time between making an investment and realising a gain can 
often be long.

Depending on the type of investment, holders of distressed investments may have to hold them throughout 
an administration or even liquidation of a business or asset before any returns are made.  

For these reasons, the minimum term of this fund is 10 years (with the possibility that it could be longer or 
may be shorter), after which the Fund will be wound up. 

The intention is that returns of capital and distributions will be made during the life of the investment as 
investments are realised in HCF II, but returns are not guaranteed.

experience of investing in distressed assets
Unlike Australia, the US has a relatively well-developed market for distressed assets, supported by a long 
history of trading in liquid distressed debt. As a result there is considerable US data for these liquid 
securities. US data for illiquid distressed debt is far less developed, although there are several investment 
managers in the US targeting this style of investment. The returns for these managers tend to be similar to 
those from private equity investments. 

In contrast, the Australian market for all distressed debt is relatively immature. Domestically, industry 
participants and opportunistic entrepreneurs with links to the relevant business typically make distressed 
investments. These investment opportunities have not been widely offered.  As a result, there is little data on 
distressed debt investing in Australia. However, the Australian market for this investment style is developing. 
In their �rst fund, HFM raised commitments of $45 million � they are now seeking to raise a minimum of 
$120 million in commitments for Helmsman Capital Fund II, as more institutional investors seek exposure to 
this asset class.

investing in distressed assets
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the US experience with distressed assets
There is a considerable amount of data available on the US experience with distressed debt investments. 

The Credit Suisse/Tremont Distressed Index illustrates the returns that have been achieved in the US from 
distressed debt investments. The returns from investments represented in the Credit Suisse/Tremont Event 
Driven Index as at 31 October 2007 are shown in the table below. 

It is important to realise however that US returns and market developments are no promise of returns or 
market developments in the Australasian marketplace. No promises are made of returns of capital or of any, 
or any particular, rate of return from the Fund. US �gures are drawn from the experience of a more 
developed and in many respects different market over past years.

net performance distressed (USD)* S&P 500 (USD) Credit Suisse High 
Yield Index (USD)

1 year 13.33% 14.56% 7.70%

3 year avg return pa 14.03% 13.16% 7.14%

5 year avg return pa 16.60% 13.88% 12.80%

Since inception avg return 13.49% 11.06% 7.47%

 
Source: Credit Suisse/Tremont

*Index data begins January, 1994. Returns to 31 October 2007

low correlation with other asset classes 
Returns from the distressed debt asset class have tended to be not highly correlated with returns from 
many mainstream asset classes. US experience re�ects this. The table below shows the correlations in the 
US between the Credit Suisse/Tremont Distressed Index and major indices. 

Again, however, it is important to realise that US market behaviour is no promise that market behaviour will 
be the same or similar in the Australasian market place. 

correlations* Tremont Distressed Index (USD)

S&P 500 (USD) 13.33%

Credit Suisse High Yield Index (USD) 14.03%

Dow Jones World Index (USD) 16.60%

 
Source: Credit Suisse/Tremont

*Correlations from January, 1994. 

investing in distressed assets
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about distressed investing in Australia
There are a number of factors speci�c to distressed and turnaround investing in Australia that we believe 
makes this style of investing attractive, including:

�	 A relatively inef�cient market � we believe that effective investing in inef�cient markets provides a real 
possibility for superior returns;

�	 A small number of specialist players � HFM is one of the few dedicated distressed and turnaround 
investment managers in Australia; 

�	 Well established capital markets � Australia and New Zealand have well developed capital markets, both 
public and private, which provide opportunities for both acquisition and disposal of distressed assets;

�	 Developed legal, accounting and regulatory framework � Australia and New Zealand provide a 
sophisticated framework which offers the opportunity for investors� rights to be enforced; and

�	 Opportunity across economic cycles � while there are distressed and turnaround investment 
opportunities at all times of the economic cycle, opportunities do tend to increase when public markets 
correct and or interest rates rise.

taking advantage of inef�ciencies of the Australasian market 
There are few specialist distressed asset and turnaround professional investors focused on the Australasian 
markets. The consequent absence of a deep and systematic institutional capital source for distressed 
companies means distressed asset values are often not maximized, providing both buying and selling 
opportunities for the astute. 

The astute professional specialising in distressed investing can turn some of the key characteristics of 
distressed investments into advantages:

�	 limited competition in the Australasian market for distressed investments, particularly for small to medium 
scale opportunities (for example, negotiated opportunities rather than competitive bidding based largely 
on price);

�	 asymmetrical (or unequal) information to assess asset and business values (giving distressed asset 
specialists advantage over other investors); and 

�	 limited exit options for distressed companies without �nancial and operational restructuring skills.

 favourable legislation � voluntary administration
The introduction of voluntary administration legislation in Australia in 1993 on one view changed the focus 
of Australian insolvency from liquidation to turnaround and reorganisation. This has created opportunities 
for turnaround investors.

Insolvency administrations have almost doubled in number since 1999 � 2000, with voluntary 
administrations representing a growing percentage of total insolvency administrations.

Voluntary administrators and deeds of company arrangement provide a mechanism to achieve a restructure. 
The Managing Directors of HFM are experienced in the operations of the voluntary administration regime.

about distressed investing in australia
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historical performance of DDF
The sole investment in DDF was an interest in HCF. DDF made an initial commitment of $10 million to 
HCF in December 2002. In March 2007, it acquired additional units from another investor in a secondary 
transaction, bringing its total unitholding to 12.57 million units.

 

Note: 89 cents is the unit price at 30 September 07 and not a cash�ow to investors. 

Source: Specialised Private Capital Ltd.

This chart shows the actual calls on capital for DDF, and the cumulative cash�ow pro�le. To the end of 
September 2007, DDF investors have made capital contributions of 87 cents per unit, from which they have 
received distributions of 92 cents per unit. In addition, investors continue to own units that are valued at 89 
cents per unit. 

It is important to realise however that DDF returns are no promise of returns for DAF. Past performance is 
not necessarily a reliable indicator of future performance. No promises are made of returns of capital or of 
any, or any particular, rate of return from this Fund. 

historical performance of DDF
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about Helmsman Funds Management
HFM is a boutique, management owned, private equity manager.

Both HCF I and HCF II are special opportunity funds which focus on restructuring and turnaround situations 
in Australia and New Zealand. 

HFM�s investment strategy includes partnering with investee management to:

�	 Stabilise capital structures 

�	 Improve operational performance; and 

�	 Grow the business, as appropriate, either organically or via acquisition.

fees and other costs
This and the following section show fees and costs that you may be charged.  These fees and costs may be 
deducted from your money, from the returns on your investment or from the Fund�s assets as a whole. 
Taxes are set out in another section of this PDS on page 23.  You should read all the information about fees 
and costs, as it is important to understand their impact on your investment.

consumer advisory warning
 

about helmsman funds management

Did you know?

Small differences in both investment performance and fees and costs can have a substantial impact 
on your long-term returns.

For example, total annual fees and costs of 2% of your fund balance rather than 1% could reduce 
your �nal return by up to 20% over a 30 year period (for example, reduce it from $100,000  
to $80,000).

You should consider whether features such as superior investment performance or the provision  
of better member services justify higher fees and costs.

We do not negotiate lower fees and costs. 

To �nd out more

If you would like to �nd out more, or see the impact of the fees based on your own circumstances, 
the ASIC website (www.�do.asic.gov.au) has a managed investment fee calculator to help you check 
out different fee options.
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fees and other costs 

type of fee or cost amount how and when paid

fees when your money moves in or out of the fund

Establishment fee

The fee payable to us to open your 
investment

1.65% of your 
commitment

This fee is paid from the assets as 
soon as practicable after the close of 
this fundraising. 

This fee rewards us for sourcing the 
investment opportunity, structuring 
the investment and establishing  
the Fund.

However we intend to pay a part of 
this to advisers ~ see Initial adviser 
fee on page 12. 

Contribution fee

The fee on each amount contributed 
to your investment

Nil Not applicable. 

Withdrawal fee

The fee on each amount you take 
out of your investment

Nil Not applicable. 

Termination fee

The fee to close your investment.

Nil Not applicable. 

fees and other costs
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fees and other costs 

type of fee or cost amount how and when paid

Management fee 
payable to us for managing the Fund

0.935% p.a. of the total 
committed capital for 5 
years. 

After this, 0.935% pa of 
invested capital. 

This fee is paid from the assets, 
based on the total committed or 
invested capital, calculated and 
charged in arrears on a quarterly 
basis. 

See �Management fee� under the 
heading �Additional explanation of 
fees and costs� on page 13.

Management fees do not include 
fees payable to your adviser.  

See �Initial adviser fee� under the 
heading �Additional explanation of 
fees and costs� on page 13.

Fund operating expenses 
these are the costs and expenses 
incurred in operating the Fund

Estimated at 0.33% p.a. of 
the Fund�s total 
committed capital 

This estimate is based on Fund�s 
total committed capital, assumes that 
the Fund raises $20 million in 
commitments, and is calculated on a 
monthly basis and charged in arrears 
on a monthly basis. The constitution 
contains no maximum level of 
recoverable expenses.

Performance fees None However a distribution, based on 
performance, is payable to B Class 
unit holders.

See �B Class Units� under the 
heading �Additional explanation of 
fees and costs� on page 14.

Compensation fee The net present value of 
future management fees 
from the date of 
retirement plus GST

A compensation fee is payable to 
the us if we are removed or 
required to retire as trustee under 
the Corporations Act or investors 
direct the Fund be terminated  
(see section �Change of Trustee�  
on page 26).

management costs
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fees and other costs 

service fees

type of fee or cost amount how and when paid

Initial adviser fee

The fee payable to your adviser

0.825% of committed 
capital

This fee is paid to your adviser from 
our fees as soon as practicable after 
the close of this fundraising. 

This fee or part of it may be rebated 
to you if your adviser chooses.

Ongoing adviser service fee Nil Not applicable. We do not pay any 
ongoing commissions from your 
account nor from our own moneys.

Example of annual fees and costs
This table gives an example of how the fees and costs for the Fund can affect your investment over a one 
year period. You should use this table to compare this product with other managed investment products.

Please remember this is an example and the amount payable depends on the circumstances of each investor.

 
Balance of $50,000 including a 
payment on a call of $5,000 

Establishment fee On the $5,000 payment, $82.50 
(including a $41.25 initial adviser 
fee) payable by us)

Initial adviser fee See above

PLUS management costs 1.26% p.a. management fees 
and estimated expenses

 2.20% p.a. underlying (HCF) 
management fees

For the $50,000 you have in the 
Fund you will be charged $1730 
each year

EQUALS 

Cost of the Fund

If you invest had an investment of 
$50,000 at the beginning of the 
year including a payment on a call 
of $5,000, you would be charged 
$1,812.50.

Management costs are calculated on an indirect cost ratio (or ICR) basis. However please note that in this 
calculation, the assumptions are that:

�	 the calculation is made before the end of the primary investment period (fees fall after this);

�	 your balance remains constant at $50,000 throughout the year and includes the $5,000 call payment at 
the beginning of the year ;

�	 neither B Class Unit distributions, nor underlying performance fees, are included; 

�	 there are no unusual expenses; and

�	 we remained the manager and the Fund remained operational. 

Figures do not include any B Class Unit distributions or the impact of any underlying performance fees or 
expenses ~ these are not able to be estimated.
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additional explanation of fees and costs 

gst
All fee and expenses are inclusive of GST unless otherwise stated.

trust management costs
management fee

We are entitled to:

�	 0.935% pa of the committed capital until the end of the primary investment period (which is the period 
starting on the �rst close date of HCF II and ending 5 years after this date); and

�	 thereafter, 0.935% pa of invested capital (which is the cost value of the then current investments of the 
Fund excluding current investments that have been written down to zero). 

If the committed capital of the Fund was $20 million in a given month, we are entitled to $15,583 for that 
month during the primary investment period (irrespective of how much has been called or not). After this, if 
the invested capital of the Fund was $10 million, we are entitled to $7,791 for that month. 

We do not individually negotiate our fees. 

establishment fee

If the committed capital of the Fund is $20 million, we are entitled to 1.65% of this, being $330,000.

initial adviser fee

If the committed capital of the Fund is $20 million, we will pay advisers a total of up to $165,000. The 
amount payable to your adviser depends on what you agree with them but the default position is that they 
will receive $206 for each $25,000 you commit.

underlying fees 

HCF is entitled to a management fee of 2.20% pa of the total committed capital to HCF II for 5 years, and 
then after this, 2.20% pa of invested capital.  So for example, if the committed capital to HCF II was $20 
million in a given month, they are entitled to $36,667 for that month during the primary investment period 
(irrespective of how much has been called or not). After this, if the invested capital of HCF II was $10 
million, they are entitled to $18,333 for that month. 

If HCF II achieves certain returns, HFM will receive a performance fee generally speaking equivalent to 20% 
of aggregate net return otherwise allocable to their fund. This fee is only earned once DAF has earned a 
preferred return of 8.5% pa. For example, assuming DDF�s commitment is $20 million, the preferred return 
is equal to $1.7 million. If HCF II were to make a distribution to DDF of $2 million, HFM would be entitled 
to $60,000.

additional explanation of fees and costs



B Class Units

Each time we make distributions from the Fund, we calculate whether or not the holder of the  
�B Class Units� (being us or someone we choose) is entitled to a distribution based on performance. 

The distribution is equal to 20% of any of �Fund return� above an internal rate of return (IRR) of 15%  
(we call this the excess return), and is paid from the Fund�s assets. 

Fund return is the IRR of the Fund for the distribution period based on:

�	 the distributions payable during previous distribution periods

�	i ncluding any distribution payable as at the end of that distribution period, such return being calculated

�	 by reference to the aggregate value of net income and capital distributed to investors (if any) calculated 
in respect of the relevant period over the aggregate subscription amount and with respect to the 
respective dates upon which payments are made by and to investors in respect of that period; and

�	 excluding the impact that any previously paid B Class Unit distributions has had on the distributions in 
respect of the relevant period. 

Further, there is a �clawback�. That is, if, at the date of �nal distribution on the Fund�s net assets winding up, 
the total of these distributions paid exceeds 20% of excess return as calculated over the life of the Fund, the 
holder must reimburse the Fund so that the total of these distributions paid over the life of the Fund is not 
more than this percentage.

Payment of this distribution entitlement is in priority to other Unit holders on winding up.

For example, if the Fund earns an internal rate of return of 18%, which equates to an excess return of 3%,  
B Class Units would be entitled to share in 20% of that excess return or 0.6%. Equating those illustrated 
returns to dollars, if the Fund makes a distribution that equates to an excess return of $200,000, the B Class 
Units would be entitled to $40,000.

compensation fee

A compensation fee is payable to us if we are removed or required to retire (but not if we chooses to 
retire) or if the investors direct the Fund to terminate, unless the Corporations Act prohibits such a fee. 

The compensation fee is a sum representing:

�	 any fees payable and not yet paid or which have been deferred as at the date of retirement or removal; 
and

�	 the net present value of future management fees from the date of retirement or removal to the 10th 
anniversary of that date, unless that period is held invalid for any reason by a court or there are less than 
10 years until the 10th anniversary of the close date then it is 9 years, or 8 years and so on down to one 
year of fees.

The net present value is calculated on the gross asset value of the trust at the date of removal or retirement 
(such calculation based on the 90 day bank bill rate at the time of retirement or removal plus 2% or if we 
doubt this percentage to be reasonable, such margin as an expert independent of us advises).

For example, assuming the gross asset value of the Fund at the date of removal or retirement was $20 
million, the Fund had 3 years to run, the 90 day bank bill rate plus 2% was equal to 8% and noting that the 
investment management fee is 0.935%, then the compensation fee would be $0.48 million.

It is payable from the assets within 10 business days of removal or retirement, calculated as nearly as is 
practicable as at the date of removal or retirement. 

additional explanation of fees and costs
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expenses

We are entitled to be paid or reimbursed out of the assets of the Fund for all expenses incurred by us in 
relation to the performance of our duties in respect of the Fund. This includes Fund and our establishment, 
promotion, licensing, borrowing and �nancial accommodation, termination costs, compliance and compliance 
committee costs.

We have estimated expenses as 0.33% pa of the Fund�s total committed capital, however unusual expenses 
such as removal or retirement costs, investor meetings and early fund termination may be additional to this.

For example, if the committed capital of the Fund is $20 million, expenses would amount to an estimate of 
$66,000.

list fees

We may pay from our own money fees to the operators of master trusts and wrap accounts because they 
offer the Fund through their service. These are not paid by the Fund. They can be a �xed fee or based on 
fund size.

GST

Fees and costs charged to the Fund generally attract 10% GST which is charged to and borne by the Fund. 
The Fund will claim RITCs where possible under the GST regulations. 

government charges

Government taxes such as stamp duties and GST will be applied to your account.

changes in fees and costs

All fees can change. 

Reasons might include changing economic conditions and changes in regulations. The constitution for the 
Fund sets the maximum amount we can charge for all signi�cant fees. We currently charge fees at less than 
the maximum amounts allowed for in the Fund�s constitution. If we wished to raise fees or performance fees 
above the amounts allowed for in the Fund�s constitution, we would need the approval of investors. 

We will give you at least 90 days written notice of any proposed change to these fees which did not need 
your consent. Note that access to your investment can be restricted and this can mean that you may not be 
able to exit the Fund before a fee change takes place.

postponing the charging of fees and charges

We can delay taking fees and charges from the Fund should we choose. We are entitled to interest on 
deferred fees at 5% above the rate charged by the Fund�s bankers.

does anyone else receive fees in relation to the portfolio?

We can pay some of our own fees to wholesale investors and adviser groups. 

We also retain experts to assist us from time to time. These arrangements are always at arm�s length terms 
and are paid as an expense of the Fund which is re�ected in the management fee. Those we retain can 
include associates of ours. 

how can fees and expenses paid?

We can be paid fees by cash, assets or units in the Fund.

Indirect Cost Ratio (ICR)

The indirect cost ratio (ICR) is the ratio of the Fund�s management costs that are not deducted directly 
from an investor�s account to the Fund�s total average net assets. 

We estimate the Fund�s ICR will be approximately 3.46%.

This �gure is based on the same assumptions as noted above under �Example of annual fees and costs�.

additional explanation of fees and costs
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risks
We do not promise that you will earn any return on your investment or that your investment will gain or 
retain its value. 

As a result of general investment risks and speci�c risks detailed below, the value of the Fund may rise or fall 
and investors may suffer losses. It is important to note that not all risks can be foreseen. It is therefore not 
possible for the Fund to protect the value of the investment from many of these risks. 

Private equity investing is typically characterised as being a high risk illiquid investment.  This investment is  
no different. 

Compared to the investment risks associated with traditional private equity investments, investing in 
distressed and turnaround opportunities carries additional risks. There are risks associated with the Fund,  
its proposed investment in HCF II and, in turn, the investments it will make in portfolio companies 
(�Portfolio Companies�).  

We identify the signi�cant risks below.

� Private equity risks

	 Private equity investments by their nature are inherently higher risk. As well as the risk of capital loss 
there is generally low liquidity, income can be lumpy or non existent, businesses can be dependent on a 
number of key individuals, reporting can be less regulated, businesses may be less mature and often have 
undeveloped or developing products and future funding may be uncertain, amongst other risks. 

� Distressed and turnaround investment risks

	 Distressed and turnaround investments are inherently higher risk. Underlying investments may be in small 
companies with limited operating histories, and companies that are experiencing varying forms of distress. 
Investments in these companies are more risky than investments in larger, more established companies.

 � Currency Risk

	 HCF II may have investment exposure to NZ, and HCM may seek to hedge some currency risks 
(although is not obliged to). While the hedging strategy employed may reduce some risks, it may not 
prevent all losses and may itself create other risks which could impact on returns.

	 DAF will not be directly exposed to any currency risk.

� Default risk

	 Investors in the Fund will have obligations to meet capital calls on their units in the Fund.  The Fund, in 
turn, will be required to meet its capital commitments to HCF II. 

	 If the Fund fails to pay on time, or defaults on, any of its capital commitments, the Investment Manager of 
HCF II may forfeit our units. It is critical that investors pay their calls on time.

	 If a call is not paid on the due date (Default), we may determine to forfeit up to 100% of the value or 
the number of units on issue to that investor.  We would generally only do this if in turn that default 
caused us to default on our obligations to HCF II when it makes a call on us.

	 In the event an investor in the Fund fails to pay a capital call on time, the Fund may use borrowings to 
meet its capital commitments to HCF II. Penalty interest will be levied on investors who fail to meet their 
capital commitments on time at 5%pa (accruing daily and compounding) above the rate at which the 
Funds� bankers will lend to the Fund or such other rate as HCF II charges the Manager on defaults. The 
Fund may also choose to forfeit an investor�s units if they do not meet capital call obligations. 
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	 In the event of a default by a suf�cient number of investors and if the Trustee cannot �nd buyers for 
forfeited units (or cannot �nd buyers willing to pay a price at least equal to the remaining uncalled 
capital) the Fund may default on its own obligations to HCF II, through no fault of the Trustee. If the Fund 
fails to pay on time or defaults on any capital commitments, the Investment Manager of HCF II may forfeit 
DAF�s units. 

� General economic conditions and government policy risk

	 The future earnings of the Fund and the value of the investments of the Fund may be affected by the 
general economic environment, commodity prices, currency movements, short and long term interest 
rates, changing government policy and other factors beyond the control of the Fund. 

	 Private equity investments, by their nature, can be especially volatile.

� Capital deployment risk

	 HCF II intends to call and invest the Fund�s full amount of committed capital, but a risk exists that they 
will not be able to invest all of the committed capital if appropriate investments do not present 
themselves. Capital called may be returned unused.

� Exit risk

	 Weak capital market conditions reduce opportunities for initial public offerings (�IPO�), being one 
method which allows private equity managers to exit their investment holdings. This may limit the ability 
of the Investment Manager to pro�tably sell investments and can adversely affect the pro�tability of  
the Fund.

� Management risk 

	 An investment in the Fund involves management risk at a number of levels. 

	 Centric Capital is the manager of the Fund and default by us could lead to losses. Loss of key staff or 
change in strategic direction could adversely affect the Fund.

	 By investing in HCF II, the Fund is relying on the ability of the Investment Manager and its investment 
professionals to achieve HCF II�s objectives. If the Investment Manager or they were not to continue in 
their respective roles in HCF II, HCF II may not be able to achieve its objectives.

	 In addition, the success or otherwise of the investment in Portfolio Companies will depend to a signi�cant 
extent on the performance of the management teams of those companies, including the involvement of 
the Investment Manager. 

	 There is also a risk that investing in the Fund may give different results than investing individually because 
of income and capital gains accrued.

� Long lead time to investments risk

	 Investing in private equity is a long term proposition. Typically private equity vehicles can take several 
years to become fully invested and the returns in this early phase of investment are characterised by little 
or no returns, while management and performance fees can still accrue.

	 Investors considering an investment in the Fund must be comfortable with this potential return pro�le.

� Tax risk

	 Tax regulations can change and changes can be adverse. Taxes in different countries may have different 
effects on different assets of HCF II and on investors in the Fund. Investors should consider their own 
circumstances before investing.
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� Interest rate risk

	 The Fund, HCF II and the Portfolio Companies may borrow. Adverse changes in interest rates may affect 
the value of an investment or the ability of the borrower to meet its obligations. 

	 The Fund does not intend using borrowing except for liquidity, to fund smaller capital requirements and 
investor default purposes as we consider necessary. 

	 HCF II�s portfolio is expected to include companies whose capital structures may have signi�cant debt 
levels. This leveraged capital structure will increase the exposure of portfolio companies to adverse 
economic conditions such as rising interest rates, downturns in the economy, or deterioration in the 
performance of the portfolio company or its industry.

	 The Investment Manager may employ debt to fund short-term capital requirements of HCF II.

	 The Investment Manager may, but is not required to, hedge against adverse interest rate movements. 

� Legislative risk

	 HCF II and Portfolio Companies will be exposed to a number of legislative environments. Adverse 
changes in legislation may have adverse effects on Portfolio Companies, HCF II and as a result, the Fund.

� Liquidity risk

	 This is an illiquid investment. 

	 Once you invest in the Fund, you may not redeem your investment. 

	 There is also no liquidity for interests in HCF II, which means the Fund�s investment will also be illiquid. 
Investments that HCF II may make are also likely to be either totally illiquid or have limited liquidity.

	 You should only consider an investment in this Fund if you are not likely to require access to your 
investment for the entire possible term of the Fund. 

	 Note that the Fund term may be extended if HCF II�s term is extended. HCF II may extend its terms by 
approval of special resolution ~ a resolution passed by at least 75% of the votes cast by HCF II investors 
entitled to vote on the resolution.

	 In addition, there are circumstances where HCF II may distribute illiquid investments in specie to HCF II 
unitholders. This could occur, for example, if, at the end of the term of HCF II, an investment has not been 
realised by HCF II. This could mean that the Fund may distribute such investments to some or all investors.

� Diversi�cation risk

	 The Fund will hold only a single investment. As such, except for diversi�cation arising from HCF II�s 
portfolio, the Fund will not be diversi�ed.

	 The underlying invest may itself be diversi�ed, but not to the same extent as listed equity portfolio, for 
example. The Investment Manager�s policy will be to maintain industry diversi�cation in HCF II�s 
investments ~ however during its initial investment phase, as the fund matures and as investments are 
realised, concentration will be evident. 

	 Note however that HCF II will limit initial investment in any one industry sector to 25% of its capital 
commitments. 

� Valuation risk

	 The valuation of investments such as private equity can be dif�cult and inaccurate. This means that not 
only can there be valuation risk when seeking to acquire a business, but also during the life of the 
investment, and potentially upon disposal. 

	 The Net Asset Value (�NAV�) of units in the Fund will be determined using information provide by HCF 
II generally from or in relation to the underlying investments. This information will likely be based in 
estimated values that may differ signi�cantly, either up or down, from realised values.
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