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The Skye Trust

Report of the Manager

Investment objective and policy

Smith & Williamson Fund Administration Limited, as Manager, presents herewith the Annual Report for The Skye

Trust for the year ended 5 April 2018.

The Skye Trust (“the Trust" or "the Fund”) is an authorised unit trust further to an authorisation order dated 2 August

2004 and is a UCITS scheme complying with the investment and borrowing powers rules in the Collective Investment

Schemes sourcebook (“COLL”), as published by the Financial Conduct Authority (“FCA”).

The Manager is of the opinion that it is appropriate to continue to adopt the going concern basis in the preparation of

the accounts as the assets of the Fund consist predominantly of securities which are readily realisable and,

accordingly, the Fund has adequate financial resources to continue in operational existence for the foreseeable

future. Further, appropriate accounting policies, consistently applied and supported by reasonable and prudent

judgements and estimates, have been used in the preparation of these accounts and applicable accounting standards

have been followed.

The base currency of the Fund is UK sterling.

The Trust Deed can be inspected at the offices of the Manager.

Copies of the Prospectus and Key Investor Information Document ("KIID") are available on request free of charge from

the Manager.

The objective and policy of the Fund is to maximise overall return through investment in some or all sectors, in some

or all world markets, including the UK, by investing in transferable securities, money market instruments and

deposits, warrants and collective investment schemes. There is no limit to which the Fund can be invested in any

sector.

13 July 2018

Changes affecting the Fund in the year

There were no fundamental or significant changes to the Fund in the year.

In accordance with the requirements of the Financial Conduct Authority’s Collective Investment Schemes sourcebook,

we hereby certify the Annual Report on behalf of the Manager, Smith & Williamson Fund Administration Limited.

B. McLean

Directors

Smith & Williamson Fund Administration Limited                                                        

Further information in relation to the Fund is illustrated on page 33.

J. Gordon
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Statement of the Manager's responsibilities

-

-

-

-

-

-

-

-

-

The Manager is responsible for the management of the Trust in accordance with the Trust Deed, the Prospectus and

COLL.

assessing the Fund’s ability to continue as a going concern, disclosing, as applicable, matters related to going

concern;

using the going concern basis of accounting unless they either intend to liquidate the Fund or to cease operations,

or have no realistic alternative but to do so;

taking reasonable steps for the prevention and detection of fraud and irregularities.

such internal control as they determine is necessary to enable the preparation of financial statements that are

free from material misstatement, whether due to fraud or error; and

In preparing the financial statements the Manager is responsible for:

keeping proper accounting records which enable it to demonstrate that the financial statements as prepared

comply with the above requirements;

The Collective Investment Schemes sourcebook (“COLL”) published by the FCA, require the Manager to prepare

financial statements for each annual accounting period which give a true and fair view of the financial position of the

Fund and of the net revenue and net capital gains on the property of the Fund for the year.

selecting suitable accounting policies and then applying them consistently;

making judgements and estimates that are reasonable and prudent;

following UK accounting standards, including FRS 102 The Financial Reporting Standard applicable in the UK and

Republic of Ireland;

complying with the disclosure requirements of the Statement of Recommended Practice for UK Authorised Funds

published by The Investment Association in May 2014;
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Trustee's responsibilities

-

-

-

-

-

-

(i)  

     

  
(ii)          

13 July 2018

National Westminster Bank Plc

Trustee and Depositary Services

has observed the investment and borrowing powers and restrictions applicable to the Fund.

Report of the Trustee to the unitholders of The Skye Trust

The Trustee must ensure that the Fund is managed in accordance with the Financial Conduct Authority's Collective

Investment Schemes Sourcebook, the Investment Funds Sourcebook, the Financial Services and Markets Act 2000, as

amended, (together "the Regulations"), the Trust Deed and Prospectus (together "the Scheme documents") as detailed

below.

The Trustee must in the context of its role act honestly, fairly, professionally, independently and in the interests of

the Fund and its investors.

The Trustee is responsible for the safekeeping of all custodial assets and maintaining a record of all other assets of

the Fund in accordance with the Regulations.

The Trustee must ensure that:

the Fund's cash flows are properly monitored and that cash of the Fund is booked into the cash accounts in

accordance with the Regulations;

the sale, issue, redemption and cancellation of units are carried out in accordance with the Regulations;

the value of units in the Fund is calculated in accordance with the Regulations;

Having carried out such procedures as we considered necessary to discharge our responsibilities as Trustee of the

Fund, it is our opinion, based on the information available to us and the explanations provided, that in all material

respects the Fund, acting through the AFM:

has carried out the issue, sale, redemption and cancellation, and calculation of the price of the Fund’s units and

the application of the Fund’s revenue in accordance with the Regulations, and the Scheme documents, and 

any consideration relating to transactions in the Fund's assets is remitted to the Fund within the usual time limits;

the Fund's revenue is applied in accordance with the Regulations; and

the instructions of the Authorised Fund Manager ("the AFM") are carried out (unless they conflict with the

Regulations).

The Trustee also has a duty to take reasonable care to ensure that the Fund is managed in accordance with the

Regulations and the Scheme documents in relation to the investment and borrowing powers applicable to the Fund.

Report of the Trustee to the unitholders of The Skye Trust
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-

-

-

-
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-

Basis for opinion

Independent Auditor’s report to the unitholders of The Skye Trust (‘the Trust’)

We have audited the financial statements of the Trust for the year ended 5 April 2018 which comprise the Statement

of Total Return, the Statement of Change in Net Assets Attributable to Unitholders, the Balance Sheet, the Related

Notes and Distribution Table and the accounting policies set out on pages 7 to 8.  

In our opinion the financial statements:

give a true and fair view, in accordance with UK accounting standards, including FRS 102 The Financial Reporting

Standard applicable in the UK and Republic of Ireland, of the financial position of the Trust as at 5 April 2018 and

of the net revenue and the net capital gains on the property of the Trust for the year then ended; and

have been properly prepared in accordance with the Trust Deed, the Statement of Recommended Practice relating

to UK Authorised Funds, and the COLL Rules.

Opinion

We conducted our audit in accordance with International Standards on Auditing (UK) (“ISAs (UK)”) and applicable law.

Our responsibilities are described below. We have fulfilled our ethical responsibilities under, and are independent of

the Trust in accordance with, UK ethical requirements including the FRC Ethical Standard.  

We have received all the information and explanations which we consider necessary for the purposes of our audit and

we believe that the audit evidence we have obtained is a sufficient and appropriate basis for our opinion.

Going concern

Our responsibility is to read the other information and, in doing so, consider whether, based on our financial

statements audit work, the information therein is materially misstated or inconsistent with the financial statements or

our audit knowledge. Based solely on that work:

We are required to report to you if we have concluded that the use of the going concern basis of accounting is

inappropriate or there is an undisclosed material uncertainty that may cast significant doubt over the use of that basis

for a period of at least twelve months from the date of approval of the financial statements. We have nothing to

report in these respects. 

Other information

The Manager (Smith & Williamson Fund Administration Limited) is responsible for the other information presented in

the Annual Report together with the financial statements. Our opinion on the financial statements does not cover the

other information and, accordingly, we do not express an audit opinion or, except as explicitly stated below, any form

of assurance conclusion thereon.

we have not identified material misstatements in the other information; and  

in our opinion the information given in Manager’s Report for the financial year is consistent with the financial

statements.

Matters on which we are required to report by exception

We have nothing to report in respect of the following matters where under the COLL Rules we are required to report to

you if, in our opinion:

proper accounting records for the Trust have not been kept; or 

the financial statements are not in agreement with the accounting records.  

Manager’s responsibilities 

As explained more fully in their statement set out on page 3, the Manager is responsible for: the preparation of

financial statements that give a true and fair view; such internal control as they determine is necessary to enable the

preparation of financial statements that are free from material misstatement, whether due to fraud or error; assessing

the Trust’s ability to continue as a going concern, disclosing, as applicable, matters related to going concern; and

using the going concern basis of accounting unless they either intend to liquidate the Trust or to cease operations, or

have no realistic alternative but to do so.  
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Grant Archer

for and on behalf of KPMG LLP, Statutory Auditor

Chartered Accountants

Saltire Court

20 Castle Terrace

Edinburgh EH1 2EG

13 July 2018

The purpose of our audit work and to whom we owe our responsibilities

This report is made solely to the Trust’s unitholders, as a body, in accordance with Rule 4.5.12 of the Collective

Investment Schemes sourcebook (‘the COLL Rules’) published by the Financial Conduct Authority under section 247 of

the Financial Services and Markets Act 2000. Our audit work has been undertaken so that we might state to the Trust’s

unitholders those matters we are required to state to them in an auditor’s report and for no other purpose. To the

fullest extent permitted by law, we do not accept or assume responsibility to anyone other than the Trust and the

Trust’s unitholders as a body, for our audit work, for this report, or for the opinions we have formed.  

Independent Auditor’s report to the unitholders of The Skye Trust (continued)

Auditor’s responsibilities 

Our objectives are to obtain reasonable assurance about whether the financial statements as a whole are free from

material misstatement, whether due to fraud or error, and to issue our opinion in an auditor’s report. Reasonable

assurance is a high level of assurance, but does not guarantee that an audit conducted in accordance with ISAs (UK)

will always detect a material misstatement when it exists. Misstatements can arise from fraud or error and are

considered material if, individually or in aggregate, they could reasonably be expected to influence the economic

decisions of users taken on the basis of the financial statements.

A fuller description of our responsibilities is provided on the FRC’s website at www.frc.org.uk/auditorsresponsibilities.
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Accounting policies of The Skye Trust
for the year ended 5 April 2018

a Basis of accounting

The financial statements have been prepared under the historical cost convention, as modified by the revaluation

of investments. They have been prepared in accordance with FRS 102 The Financial Reporting Standard applicable

in the UK and Republic of Ireland ("FRS 102") and in accordance with the Statement of Recommended Practice for

UK Authorised Funds ("the SORP") published by The Investment Association in May 2014. 

As described in the Manager's report, the Manager continues to adopt the going concern basis in the preparation of

the accounts.

b Valuation of investments

The purchase and sale of investments are included up to close of business on 5 April 2018.

Purchases and sales of investments are recognised when a legally binding and unconditional right to obtain, or an

obligation to deliver an asset arises.

Investments are stated at their fair value at the balance sheet date. In determining fair value, the valuation point

is global close of business on 5 April 2018 with reference to quoted bid prices from reliable external sources. 

Where an observable market price is unreliable or does not exist, investments are valued at the Manager's best

estimate of the amount that would be received from an immediate transfer at arm's length.

c Foreign exchange

The base currency of the Fund is UK sterling which is taken to be the Fund's functional currency.

All transactions in foreign currencies are converted into sterling at the rates of exchange ruling at the dates of

such transactions. The resulting exchange differences are disclosed in note 2 of the Notes to the financial

statements. 

Any foreign currency assets and liabilities at the end of the accounting period are translated at the exchange rate

prevailing at the balance sheet date.

d Revenue

Revenue is recognised in the Statement of total return on the following basis:

Dividends from quoted equity instruments and non equity shares are recognised as revenue, net of attributable tax 

credits on the date when the securities are quoted ex-dividend.

Special dividends are treated as either revenue or a repayment of capital depending on the facts of each

particular case.

Interest on bank deposits and short term deposits is recognised on an accruals basis.

e Expenses

All expenses are charged to the Fund against revenue, other than those relating to the purchase and sale of

investments.

Bank interest paid is charged to revenue. 

f Taxation

Tax payable on profits is recognised as an expense in the period in which profits arise. The tax effects of tax

losses available to carry forward are recognised as an asset when it is probable that future taxable profits will be

available, against which these losses can be utilised.

UK corporation tax is provided as amounts to be paid/recovered using the tax rates and laws that have been

enacted at the balance sheet date. 

Deferred taxation is provided in full on timing differences that result in an obligation at 5 April 2018 to pay more

or less tax, at a future date, at rates expected to apply when they crystallise based on current rates and tax laws.

Timing differences arise from the inclusion of items of income and expenditure in taxation computations in

periods different from those in which they are included in the financial statements. Deferred tax assets and

liabilities are not discounted.

Provision for deferred tax assets are only made to the extent the timing differences are expected to be of future

benefit.

7



Accounting policies of The Skye Trust (continued)
for the year ended 5 April 2018

g Efficient portfolio management

Where appropriate, certain permitted instruments such as derivatives or forward currency contracts may be used

for efficient portfolio management purposes. Where such instruments are used to protect or enhance revenue, the

revenue or expenses derived therefrom are included in the Statement of total return as revenue related items and

form part of the distribution. Where such instruments are used to protect or enhance capital, the gains and losses

derived therefrom are included in the Statement of total return as capital related items.

h Distribution policies

i Basis of distribution

The distribution policy is to distribute all available revenue after deduction of expenses payable from revenue.

Distributions attributable to income units are paid to unitholders.

ii Unclaimed distributions

Distributions to unitholders outstanding after 6 years are taken to the capital property of the Fund.

iii Revenue

All revenue is included in the final distribution with reference to policy d.

iv Expenses

Expenses incurred against the revenue of the Fund are included in the final distribution, subject to any expense

which may be transferred to capital for the purpose of calculating the distribution, with reference to policy e.

v Equalisation

Group 2 units are units purchased on or after the previous XD date and before the current XD date. Equalisation

applies only to group 2 units. Equalisation is the average amount of revenue included in the purchase price of

group 2 units and is refunded to holders of these units as a return of capital. Being capital it is not liable to

income tax in the hands of the unitholders but must be deducted from the cost of units for capital gains tax

purposes. Equalisation per unit is disclosed in the Distribution table.
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Investment Manager's report

Market review

Like the UK, the US is very close to full employment - yet wage growth is hardly indicative of an impending

inflationary spiral. However, the recently announced programme of tax cuts raised fears that such an expansionary

policy could tip an already strong economy into overheating. The strength of the US economy, coupled with

unemployment heading to 4%, makes it entirely rational that the Fed should anticipate some upward pressure on

wage rates and consumer price inflation - higher rates are wholly consistent with a maturing economic cycle and a

gradually normalising inflation environment. However, the Fed’s messaging for investors is suitably conciliatory,

namely that the withdrawal of monetary policy stimulus will be managed extremely carefully. At present, indications

are that markets are reconciled to higher rates through the course of 2018.

Volatility, which was largely absent from markets in 2017, returned at the start of 2018 and, whilst we don’t enjoy

falling share prices, we consider its return a relatively healthy development. Further, we believe volatility will be

more of a feature in 2018 as central banks seek to unwind the excessive stimulus of the last decade.

Despite this, the economic outlook still appears favourable to us with, if anything, GDP forecasts being nudged up

slightly in the US, UK and eurozone. Offsetting this, the stock market offered ample evidence that it carries a high

degree of stock specific risk. Disappointing trading updates tended to evoke savage negative share price reactions.

We believe in a number of instances these reactions were disproportionate. In tandem, we consider that many stocks

which are currently riding a wave of positive momentum are vulnerable to setbacks should bond yields continue to

rise. Hence, we believe that more compelling returns will be derived from selectively purchasing stocks where the

disappointments are likely to prove transitory and valuations have compressed to levels which represent attractive

entry points.

As has been the case of late, economies and central banks played ball and it was left to politicians to provide the

unwelcome surprises. The economic backdrop was stable, which provided a supportive environment for corporate

profit growth. Importantly this is a broadly-based expansion phase and business confidence appears well

underpinned, with the positive economic momentum from the last quarter of 2017 carrying into 2018. In particular,

the central bank that exerts the most influence on financial markets, the US Federal Reserve (“Fed”), managed to

align its and investors’ views of the future course of interest rates. 

In contrast to its developed world peers, UK economic growth was slightly more subdued, but still a respectable 1.8%

per annum in 2017. In November, Bank of England (“BoE”) Governor, Mark Carney made good on the promise of a

0.25% increase in UK interest rates, reversing the cut of August 2016. In truth, the economic meltdown that some

policymakers had feared after the Brexit vote never came close to materialising, and there were few dissenting

voices in response to this decision. However, one of the repercussions from Brexit was UK sterling weakness; a

significant contributory factor in driving inflation through 3%. That said, with UK sterling since recovering much of

the ground lost to the US dollar, the inflationary arithmetic should work in the BoE’s favour in the latter part of 2018.

Further, despite low headline unemployment figures, wage growth is still subdued, helping to contain domestically

generated inflation. Should that change, the BoE would clearly have to review its stance, but for the time being it

signalled that any future increases would come “at a gradual pace and to a limited extent”.

Politically, the UK and EU agreed a conditional 21 month transition phase following the UK’s departure from the bloc

in March, diminishing the likelihood of a messy exit. If this level of rapprochement between the two sides continues,

coupled with an economy that is still muddling along, there might be scope for the BoE to post an interest rate

increase in the second quarter of 2018.   

Eurozone economies delivered a much improved economic performance, helped by a healthier labour market.

Consistent with the better conditions, the European Central Bank (“ECB”) confirmed that its asset purchase

programme was to be tapered from January 2018, a process which is set to continue until September. Europe

continues to see meaningful upgrades to its gross domestic product (GDP) forecasts and, in common with most of the

developed world, core inflation remains subdued. Despite the rising growth projections, we believe the ECB is likely

to keep rates low.  

2017 ended with the Fed raising US rates by a further 0.25%, a move which still left most economic forecasts for US

economic growth in 2018 looking healthy. With the confirmation that continuity candidate, Jay Powell, would

succeed Janet Yellen as Chair of the Fed, investors took a ‘business as usual’ stance on the overall shape of US

monetary policy.
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Investment Manager's report (continued)

Investment review*

* Source: Individual company releases

Royal Dutch Shell 'B' ("Shell") honoured its commitment to remove its scrip dividend, a clear signal to investors of

management’s confidence in the sustainability of Shell’s underlying cash flow. It also indicates that Shell has

completed the self-help/divestment story, post its acquisition of British Gas. Shell now has clear operating goals to

generate surplus free cash flow in an up cycle and fully cover dividends in a down cycle, with a return on capital

approaching 10% as a three year target.

Our central case scenario is for moderately rising inflation. We maintain a positive view on the UK, albeit one which

is predicated on constructive negotiations between the UK and EU. If discussions prove to be constructive, we

believe there is scope for UK growth to accelerate as confidence improves and pent up business investment is

approved. On the state of markets and the outlook, we leave the last words to new Fed Chairman, Jay Powell:

“There is no sense in the data that we're on the cusp of an acceleration in inflation.”

The portfolio saw more corporate activity than in previous periods, and involved GKN, Sky and Servelec Group

(covered in Investment activity).

There was an unsolicited approach from Melrose Industries to acquire GKN. GKN had been languishing, following a

profit warning related to separate customer claims in its automotive and aerospace divisions. This was compounded

by its poor handling of the appointment of a successor to Nigel Stein, its long serving Chief Executive Officer.

Shareholders were left with a sense of having been badly served by the Board. The Melrose offer was undoubtedly

opportunistic, catching GKN at a low point in its cycle, with its stock market credibility damaged. We elected to take

Melrose equity as we believe there remains substantial value to be unlocked in GKN, a task which we are happy to

entrust to the Melrose management. Given the quality of GKN’s operating assets we believe a less paternalistic

management team can extract significantly higher returns.   

Following 21st Century Fox’s (“Fox”) approach to acquire the remainder of Sky, Disney announced that (subject to

regulatory clearance) it had agreed to acquire the majority of the assets owned by Fox including its stake in Sky. This

deal would make Disney Sky’s largest shareholder (39% stake). Fox indicated its intention to proceed with the Sky

offer, regardless of the discussions with Disney. Shortly after Disney’s announcement, there was a further positive

development at Sky as US cable group, Comcast, launched a counter bid of 1250p, a 16% premium to the offer from

Fox.  

Bellway continues to deliver strongly on all metrics. Its latest results were accompanied by another upgrade to

earnings expectations for the current financial year, something which has been reflected in its strong share price

returns. The market for its houses remains robust, with additional support in the form of a political will to keep the

housing market ticking over. Banks are well capitalised and very much open for business and the land supply

situation is benign; all of which augurs for more strong returns.  

Marshalls’ full year results were fully in line with market expectations. Operating profit was up 12% and the full year

dividend was 17% higher. However, as with the last two years, there was a supplementary (special) dividend of 4p –

33% more than last year. Its 75% win rate on the Crossrail contracts evidences its dominant market position and the

UK Government has some £150bn worth of public construction projects in its pipeline, which supports its positive

outlook statement for 2018.

Lloyds Banking Group remains best in class in the UK banking space. In an industry where scale should be a

significant competitive advantage, Lloyds Banking Group is the only participant that has really leveraged the

opportunity because it has such a clear focus on where its core markets lie. We would point to the strength of its

Tier 1 capital position and its ability to enhance returns by using surplus capital to shrink the equity base.  

Smiths Group’s finals were flattered by weaker UK sterling and underlying revenues were essentially flat. However,

management delivered operational efficiencies and released cash from working capital – cash conversion was a

notably strong feature of the results. For the remainder of 2018, we believe the industrial divisions are likely to

trade well, with more of a question mark over whether the medical division can return to revenue growth. If

management can deliver a return to sustainable revenue growth group wide, the shares offer the prospect of material

upside.  
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Investment Manager's report (continued)

Investment review* (continued)

* Source: Individual company releases

Rio Tinto’s finals again underscored management’s willingness to allocate capital in a disciplined manner – through

returns to shareholders, deleveraging its balance sheet whilst still investing in projects which enhance economic

returns to the group.  Rio Tinto has the balance sheet flexibility to withstand a more volatile economic environment. 

Spirent Communications' results demonstrated a strong upturn in performance. Although turnover was flat, last

year’s portfolio restructuring, which afforded greater prominence to its faster growing activities, resulted in a 27%

increase in operating profit. The ordinary dividend was increased by 5% after four flat years and there was a special

pay-out of $0.05 per share. Our confidence derives from Spirent Communications' significant market share in network

and testing segments which are set for strong growth in spending, allied with much greater financial and corporate

discipline than it has hitherto demonstrated.

Diageo’s interims were highly satisfactory and showed 4% organic sales growth. Although UK sterling’s recent rise

might take some of the gloss off full year numbers, we continue to believe that Diageo has an unrivalled drinks

portfolio with which to address rising global prosperity. 

Restaurant Group’s results were in line with market expectations. Whilst the trading environment is clearly tough, it

maintained its dividend and continues to be well funded and strongly cash generative. It belongs to the genre of

stocks which are currently unloved by investors but possess the right credentials to thrive when UK consumer

spending improves.  

Standard Life Aberdeen’s (“SLA”) results were overshadowed by ongoing corporate developments, the most important

of which were the announcement that Lloyds Banking Group was pulling £109bn of ex SWIP client funds, and SLA’s

agreement to sell its traditional life and pensions business to Phoenix Life. In terms of the day job, management

claims that the process of integrating the old Standard Life and Aberdeen Asset Management is running ahead of

schedule, and that it has raised the expected merger synergies from £200m to £250m. We await news of what SLA

intends to do with the surplus cash from the disposal proceeds and we recognise the valuation attractions, but

perhaps are less confident over the enlarged group’s market positioning. 

Legal & General Group’s trading statement highlighted a record year, with strong growth over recent weeks. The

business remains well capitalised and able to continue its dividend pay-out strategy from a position of considerable

operational and financial strength. This followed the sale of its closed mature savings business, which had become

increasingly marginal, to Swiss Re for £650m in cash.

By its own description, Sage Group has completed its transition phase. Management believes the business is poised to

enjoy a growth and margin acceleration phase. Administrative expenses have been reduced significantly, allowing

management to reinvest the savings into bolstering its sales efforts. Its most recent trading update indicated that

Sage Group’s growth targets may be overly ambitious and these have been reined back in the short term. Sage Group

has an enviable record of earnings delivery and cash conversion but investors, ourselves included, need to see

evidence that it is simply a blip rather than the beginning of any structural changes in end markets. 

Firstgroup’s third quarter trading update was badly received. Four of its divisions experienced similar or improving

trading trends compared to H1. However, Greyhound’s long haul business was impacted by intensifying airline

competition, which resulted in a modest earnings downgrade. Whilst this was slightly disappointing, Firstgroup’s cash

generation and likelihood of a return to the dividend list remain far stronger drivers of value creation.  

Cobham agreed the divestment of its AvComm and Wireless Test business for $455m in cash to Viavi Solutions Inc,

simplifying the group structure and exiting an area where management did not believe it possessed a long term

sustainable competitive advantage. Proceeds will be used to strengthen the balance sheet, with leverage reducing to

a modest 0.3x post completion. Cobham now comprises a number of high quality businesses with differentiated

technology and know-how, and leading positions in a number of attractive markets. Better end market demand and

more rigorous internal controls should allow Cobham’s management to restore value. 
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Investment Manager's report (continued)

27 April 2018

We used the weakness in markets during the first quarter to top up a number of positions in the fund – cash has fallen

to 3%.  

Investment risks

Whilst the outlook for 2018 global growth appears benign, we believe the tail risks have significantly increased. 

Firstly, US tax cuts appear more politically motivated than borne out of economic necessity.  Importantly, there could 

be detrimental longer term consequences – significantly increasing public debt without boosting long term potential

growth, and hence future tax receipts, may prove short-sighted, if rates rise. The Congressional Budget Office, the

official deficit watchdog, estimates that the US government will need to borrow a further $1.5 trillion over ten years

to fund the tax cuts. This amounts to a large deficit to be running, given the maturity of the economic cycle.

Consequently, there is now much less scope for fiscal stimulus measures should economic conditions deteriorate. 

A second major risk is that wage/price inflation may finally take hold, given employment levels. Thus far, the

Phillips curve - describing the link between falling unemployment and accelerating wages/prices - appears to have

broken down. However, the risks of a cyclically inspired inflationary burst in 2018 have increased given the globally

synchronised nature of the expansion, additional fiscal stimulus, recent rises in commodity prices and very

accommodative monetary conditions. Evidence from polling a number of corporates for whom wages are an

important component of their cost line, supports the contention that wage growth will be more of a feature in 2018

but will fall some way short of creating an inflationary spiral.

Thirdly, investors were right to be unsettled by President Trump’s bluster over tariffs on Chinese steel imports into

the US. Of themselves, the higher tariffs probably disadvantage the US consumer more than they inconvenience the

Chinese. However, investors are acutely aware of the dangers posed to global economic growth should the trade

dispute significantly broaden in scope. At present the situation feels containable but clearly has the potential to

restrict economic growth.

Lastly, and most important of all, the risk of a policy misjudgement from central banks potentially poses significant

risks to markets and economies. Investors are now concerned that the risk of a Fed policy error has increased and it

might be bounced into raising interest rates more quickly than had been expected. With consumers and corporates

showing signs of addiction to cheap money, tighter monetary policy could inadvertently knock equity and debt

markets and trigger an economic downturn.  Many post-war recoveries have ended in just such circumstances.

Investment outlook

At the end of the first quarter of 2018, the prognosis for global economic growth still looks favourable. However, will

that allow stock markets to make further progress this year? We believe that there are sufficient opportunities to

make good returns, tempered by the caveat that we are even less willing to tolerate valuation risk, which is simply

too big a threat to investors’ capital to ignore. The return of more volatile trading conditions to stock markets is

paradoxically a positive, in that it indicates investors are more cognisant of risks, the most potentially damaging of

which is a failure of central bank policy.

In the current stock market environment it is paramount that we maintain our disciplined and pragmatic approach to

setting entry prices. We are comfortable with the portfolio’s positioning, in particular its UK domestic earnings, as

we believe the UK has the capacity to surprise positively if negotiations between the UK and EU turn out to be

constructive.

Revera Asset Management Limited

Selling activity not already covered in the interim report was minimal. Servelec Group, a healthcare and industrial

component business, was subject to a cash bid from a private equity house. With the shares trading at a modest

premium to the 313p offer, we elected to sell when it was apparent that no counter offer was likely.   

Investment activity

There were two additions to the portfolio. Cobham is an aerospace business that is in the early stages of a turnaround

under a well-regarded management team. Although recovery will not be instantaneous, we expect 2018 to be a clear

barometer of progress. Walker Greenbank is a wallpaper business with unique brands and a strong competitive moat.

In addition, it has a UK manufacturing base which serves not only its own brands, but also third party customers.

With approximately half its sales in overseas territories, it should be able to exploit the global economic resurgence.  
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Portfolio changes
for the year ended 5 April 2018

Purchases:

Cost

£

Cobham             626,523 

Marshalls             503,939 

Walker Greenbank             483,088 

Smiths Group             216,158 

Restaurant Group             161,812 

Firstgroup             155,892 

GlaxoSmithKline             128,896 

Spirent Communications               81,769 

Travis Perkins               72,707 

Servelec Group               67,192 

Rio Tinto               60,936 

Consort Medical               55,573 

Sales:

Proceeds

£

Servelec Group             665,325 

Senior             635,054 

Bovis Homes Group             500,179 

Spirent Communications               89,816 

Firstgroup               84,723 

Hilton Food Group               80,922 

The following represents the total purchases and total sales in the year to reflect a clearer picture of the

investment activities.
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Portfolio statement

as at 5 April 2018

Nominal Market % of total

value or value net assets

Investment holding £

Equities - United Kingdom 96.58% (95.64%)

Oil & Gas 4.07% (4.00%)

Royal Dutch Shell 'B' 23,000 545,790 4.07

Basic Resources 4.62% (3.87%)

Rio Tinto 17,000 619,735 4.62

Industrial Goods & Services 14.70% (14.51%)

Cobham 435,000 523,740 3.90

Morgan Advanced Materials 167,609 542,383 4.04

Smiths Group 33,000 492,690 3.67

Travis Perkins 34,100 414,315 3.09

1,973,128 14.70

Automobiles & Parts 4.99% (4.45%)

GKN 158,000 670,078 4.99

Food & Beverage 8.69% (8.53%)

Diageo 23,900 596,066 4.44

Hilton Food Group 69,000 569,940 4.25

1,166,006 8.69

Personal & Household Goods 7.41% (7.35%)

Bellway 18,000 563,220 4.20

Walker Greenbank 347,956 431,465 3.21

994,685 7.41

Health Care 8.08% (7.15%)

Consort Medical 47,000 545,200 4.06

GlaxoSmithKline 38,000 539,220 4.02

1,084,420 8.08

Travel & Leisure 7.30% (8.10%)

Firstgroup 540,000 485,190 3.62

Restaurant Group 190,000 494,000 3.68

979,190 7.30

Banks 3.90% (4.08%)

Lloyds Banking Group 790,000 522,743 3.90

Insurance 3.89% (7.51%)

Legal & General Group 200,000 521,600 3.89

Financial Services 7.43% (3.85%)

Jupiter Fund Management 110,000 524,590 3.91

Standard Life Aberdeen 130,000 472,940 3.52

997,530 7.43
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Portfolio statement (continued)

as at 5 April 2018

Nominal Market % of total

value or value net assets

Investment holding £

Equities - United Kingdom (continued)

Technology 8.60% (14.26%)

Sage Group 76,654 501,624 3.74

Spirent Communications 530,000 651,900 4.86

1,153,524 8.60

Media 5.14% (4.03%)

Sky 52,500 689,587 5.14

Construction & Materials 7.76% (3.95%)

Keller Group 55,000 494,450 3.68

Marshalls 130,000 547,820 4.08

1,042,270 7.76

Total equities - United Kingdom 12,960,286 96.58

Portfolio of investments 12,960,286 96.58

Other net assets 459,071 3.42

Total net assets 13,419,357 100.00

The comparative figures in brackets are as at 5 April 2017.

The Industry Classification Benchmark (ICB) is a joint product of FTSE International Limited and Dow Jones &

Company, Inc. and has been licensed for use. "FTSE" is a trade and service mark of London Stock Exchange and the

Financial Times Limited. "Dow Jones" and "DJ" are trade and service marks of Dow Jones & Company Inc. FTSE and

Dow Jones do not accept any liability to any person for any loss or damage arising out of any error omission in the

ICB.

United Kingdom equities are grouped in accordance with the Industry Classification Benchmark.

All investments are listed on recognised stock exchanges and are approved securities within the meaning of the

FCA rules unless otherwise stated.
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Risk and reward profile

1 2 3 4 5 6 7

There have been no changes to the risk and reward indicator in the year.

Where investments are made in smaller company shares, these may be riskier as they can be more difficult to buy

and sell. Their share prices may also move up and down more than larger companies.

The price of the Fund and any income from it can go down as well as up and is not guaranteed. Investors may not

get back the amount invested. Past performance is not a guide to future performance.

The risk and reward indicator table demonstrates where the Fund ranks in terms of its potential risk and reward.

The higher the rank the greater the potential reward but the greater the risk of losing money. It is based on past

data, may change over time and may not be a reliable indication of the future risk profile of the Fund. The shaded

area in the table below shows the Fund's ranking on the risk and reward indicator.

Typically lower rewards, 

lower risk

Typically higher rewards, 

higher risk

The Fund is in a higher category because the price of its investments have risen or fallen frequently and more

dramatically than some other types of investment. The category shown is not guaranteed to remain unchanged

and may shift over time. Even the lowest category does not mean a risk-free investment.

The Fund is entitled to use derivative instruments for efficient portfolio management. Derivatives may not achieve 

their intended purpose. Their prices may move up or down significantly over relatively short periods of time which

may result in losses greater than the amount paid. This could adversely impact the value of the Fund.

For full details on risk factors for the Fund, please refer to the Prospectus.

The organisation from which the Fund buys a derivative may fail to carry out its obligations, which could also

cause losses to the Fund.

The price of gold or other resources may be subject to sudden, unexpected and substantial fluctuations. This may

lead to significant declines in the values of any companies developing these resources in which the fund invests

and significantly impact investment performance.

The Fund may hold a limited number of investments. If one of these investments falls in value this can have a

greater impact on the Fund’s value than if it held a larger number of investments.

For further information please refer to the Key Investor Information Document ("KIID").

16



Comparative table

2018 2017 2016

p p p

Change in net assets per unit

  Opening net asset value per unit 202.72 194.54 201.85

  Return before operating charges 18.16 14.66 (1.92)

  Operating charges (1.51) (1.43) (1.34)

  Return after operating charges * 16.65 13.23 (3.26)

  Distributions^ (6.13) (5.05) (4.05)

  Closing net asset value per unit 213.24 202.72 194.54

  * after direct transaction costs of: 0.34 0.60 0.57

Performance

  Return after charges 8.21% 6.80% (1.62%)

Other information

  Closing net asset value (£) 13,419,357 12,664,663 17,660,769

  Closing number of units 6,293,057 6,247,363 9,078,250

  Operating charges 0.70% 0.71% 0.63%

  Direct transaction costs 0.16% 0.30% 0.27%

Prices

  Highest offer unit price 241.9 223.1 236.5

  Lowest bid unit price 203.4 175.9 183.4

^ Rounded to 2 decimal places.

The following disclosures give a unitholder an indication of the performance of a unit in the Fund. It also discloses the

operating charges and direct transaction costs applied to each unit. Operating charges are those charges incurred in

operating the Fund and direct transaction costs are costs incurred when purchasing or selling securities in the

portfolio of investments.

Income

Investments carry risk. Past performance is not a guide to future performance. Investors may not get back the amount

invested.
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Ongoing charges figure

05.04.18 05.04.17

Annual management charge 0.58% 0.58%

0.12% 0.13%

Ongoing charges figure 0.70% 0.71%

Please note the ongoing charges figure is indicative of the charges which the Fund may incur in a year as it is

calculated on historical data.

The ongoing charges figure ("OCF") provides investors with a clearer picture of the total annual costs in running a

collective investment scheme. The ongoing charges figure consists principally of the Manager's periodic charge and

the Investment Manager's fee which are included in the annual management charge, but also includes the costs for

other services paid.

Other expenses
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Financial statements - The Skye Trust 

Statement of total return

for the year ended 5 April 2018

Notes

£ £ £ £

Income:

   Net capital gains 2 659,844        497,690         

   Revenue 3 479,634   442,023       

Expenses 4 (94,663) (92,161)

Net revenue before taxation 384,971   349,862       

Taxation 5 -             -                 

Net revenue after taxation 384,971        349,862         

Total return before distributions 1,044,815     847,552         

Distributions 6 (384,957) (349,876)

Change in net assets attributable to unitholders

   from investment activities 659,858        497,676         

Statement of change in net assets attributable to unitholders

for the year ended 5 April 2018

£ £ £ £

Opening net assets attributable to unitholders 12,664,663   17,660,769    

Amounts receivable on issue of units 94,836     72,162         

Amounts payable on cancellation of units -             (5,565,944)

94,836          (5,493,782)

Change in net assets attributable to unitholders

   from investment activities 659,858        497,676         

Closing net assets attributable to unitholders 13,419,357   12,664,663    

2018 2017

2018 2017
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Balance sheet 

as at 5 April 2018

Notes 2018 2017

£ £

Assets:

Fixed assets:

  Investments 12,960,286            12,112,198            

Current assets:

  Debtors 7 130,488                 82,319                  

  Cash and bank balances 8 494,721                 585,064                 

Total assets 13,585,495            12,779,581            

Liabilities:

Creditors:

  Distribution payable (157,075) (106,080)

  Other creditors 9 (9,063) (8,838)

Total liabilities (166,138) (114,918)

Net assets attributable to unitholders 13,419,357            12,664,663            
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Notes to the financial statements

for the year ended 5 April 2018

1. Accounting policies

2. Net capital gains 2018 2017

£ £

Non-derivative securities - realised gains / (losses) 190,096           (175,159)

Non-derivative securities - movement in unrealised gains 472,627           674,062         

Transaction charges (2,879) (1,213)

Total net capital gains 659,844           497,690         

3. Revenue 2018 2017

£ £

Franked revenue 478,943           438,542         

Interest on debt securities -                     574                

Bank and deposit interest 691                 2,907             

Total revenue 479,634           442,023         

4. Expenses 2018 2017

£ £

Payable to the Manager and associates

  Annual management charge 135,457           130,631         

  Annual management charge rebate (56,274) (54,255)

79,183            76,376           

Payable to the Trustee

  Trustee fees 9,000              8,982             

Other expenses:  

  Audit fee 6,180              5,940             

  Safe custody fees 245                 509                

  Bank interest -                     289                

  FCA fee 55                   65                  

6,480              6,803             

  

Total expenses 94,663            92,161           

Unrealised gains/(losses) are disclosed as the movement in unrealised gains/(losses) on investments between the

prior year and the current year. Where realised gains/(losses) on investments include unrealised gains/(losses)

arising in previous periods, a corresponding gain/(loss) is included in unrealised gains/(losses).

The accounting policies are disclosed on pages 7 to 8.
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Notes to the financial statements (continued)

for the year ended 5 April 2018

5. Taxation 2018 2017

£ £

a. Analysis of the tax charge for the year

Total taxation (note 5b) -                     -                    

b. Factors affecting the tax charge for the year

2018 2017

£ £

Net revenue before taxation 384,971           349,862         

Corporation tax @ 20% 76,994            69,972           

Effects of:

Franked revenue (95,789) (87,708)

Excess management expenses 18,795            17,736           

Total taxation (note 5a) -                     -                    

c. Provision for deferred taxation

6. Distributions

2018 2017

£ £

Interim income distribution 228,237           210,051         

Final income distribution 157,075           106,080         

385,312           316,131         

Equalisation:

Amounts deducted on cancellation of units -                     34,013           

Amounts added on issue of units (355) (268)

Total net distributions 384,957           349,876         

The tax assessed for the year is lower (2017: lower) than the standard rate of UK corporation tax for an authorised

collective investment scheme of 20% (2017: 20%). The differences are explained below:

At the year end, a deferred tax asset has not been recognised in respect of timing differences relating to excess

management expenses as there is insufficient evidence that the asset will be recovered. The amount of asset not

recognised is £200,449 (2017: £181,654).

The distributions take account of revenue added on the issue of units and revenue deducted on the cancellation of

units, and comprise:
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Notes to the financial statements (continued)

for the year ended 5 April 2018

6. Distributions (continued)

Reconciliation between net revenue and distributions: 2018 2017

£ £

Net revenue after taxation per Statement of total return 384,971           349,862         

Undistributed revenue brought forward 2                    16                  

Undistributed revenue carried forward (16) (2)

Distributions 384,957           349,876         

7. Debtors 2018 2017

£ £

Amounts receivable on issue of units -                     428                

Accrued revenue 124,942           76,770           

124,942           77,198           

Payable from the Manager and associates

  Management charge rebate 5,546              5,121             

Total debtors 130,488           82,319           

8. Cash and bank balances 2018 2017

£ £

Bank balances 318,496           132,264         

Cash on deposit 176,225           452,800         

Total cash and bank balances 494,721           585,064         

9. Other creditors 2018 2017

£ £

Accrued expenses:

Payable to the Manager and associates

  Annual management charge 2,562              1,790             

Other expenses:  

  Trustee fees 173                 123                

  Safe custody fees 76                   522                

  Audit fee 6,180              5,940             

  FCA fee 1                    1                   

  Transaction charges 71                   462                

6,501              7,048             

Total other creditors 9,063              8,838             

Details of the distribution per unit are disclosed in the Distribution table.
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Notes to the financial statements (continued)

for the year ended 5 April 2018

10. Commitments and contingent liabilities

11. Unit classes

Income

Opening units in issue 6,247,363      

Total units issued in the year 45,694           

Closing units in issue 6,293,057      

12. Related party transactions 

  

Parties with an interest in excess of 20% of the Fund are as follows:

2018 2017

The Corporation of Lloyds 37.82% 38.10%

Rensburg Client Nominees 42.91% 43.22%

13. Events after the balance sheet date

Smith & Williamson Fund Administration Limited, as Manager is a related party due to its ability to act in respect

of the operations of the Fund. 

The Manager acts as principal in respect of all transactions of units in the Fund. The aggregate monies received

and paid through the creation and cancellation of units are disclosed in the Statement of change in net assets

attributable to unitholders.

Amounts payable to the Manager and its associates are disclosed in note 4. The amounts due to and from the

Manager and its associates at the balance sheet date are disclosed in notes 7 and 9.

A unitholder with a holding in excess of 20% of the value of the Fund may be able to exercise significant influence

over the financial and operating policies of the Fund with reference to unitholders' voting rights at general

meetings and as such is deemed to be a related party.

Subsequent to the year end, the net asset value per income unit has increased from 213.2p to 219.5p as at 6 July

2018. This movement takes into account routine transactions but also reflects the market movements of recent

months.

At the balance sheet date there are no commitments or contingent liabilities. 

The Fund currently has one unit class: Income units.

The following reflects the change in units in issue in the year:

For the year ended 5 April 2018, the annual management charge after rebates is 0.58%. The Manager's periodic

charge and the Investment Manager's fee are included in the annual management charge.
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Notes to the financial statements (continued)

for the year ended 5 April 2018

14. Transaction costs

a Direct transaction costs

2018

% of 

purchases 

by asset 

class 2017

% of 

purchases 

by asset 

class

Purchases: £ £

Equities - purchases before transaction costs 2,598,795    2,919,722   

  Commission 5,074          0.19% 7,836          0.27%

  Taxes 10,616        0.41% 14,651        0.50%

Total direct transaction costs - equities 15,690        0.60% 22,487        0.77%

Equities - purchases after direct transaction costs 2,614,485    2,942,209   

Bonds - purchases* -                 2,028,800   

Total purchases after direct transaction costs 2,614,485    4,971,009   

2018

% of sales 

by asset 

class 2017

% of sales 

by asset 

class

Sales: £ £

Equities - sales before transaction costs 2,061,942    7,082,199   

  Commission (5,908) 0.29% (16,550) 0.23%

  Taxes (15) 0.00% (52) 0.00%

  Financial transaction tax -                 -           (1) 0.00%

Total direct transaction costs - equities (5,923) 0.29% (16,603) 0.23%

Equities - sales after direct transaction costs 2,056,019    7,065,596   

Bonds - sales* -                 2,023,600   

Total sales after direct transaction costs 2,056,019    9,089,196   

Capital events^ 373,100       -                 

^ The total sales exclude capital events as there were no direct transaction costs charged in these transactions.

Direct transaction costs include fees and commissions paid to agents, advisers, brokers and dealers; levies by

regulatory agencies and security exchanges: and transfer taxes and duties.  

Commission is a charge which is deducted from the proceeds of the sale of securities and added to the cost of the

purchase of securities. This charge is a payment to agents, advisers, brokers and dealers in respect of their

services in executing the trades.

Tax is payable on the purchase of securities in the United Kingdom. It may be the case that 'other taxes' will be

charged on the purchase of securities in countries other than the United Kingdom.

The total purchases and sales and the related direct transaction costs incurred in these transactions are as

follows: 

* No direct transaction costs were incurred in these transactions.

* No direct transaction costs were incurred in these transactions.
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Notes to the financial statements (continued)

for the year ended 5 April 2018

14. Transaction costs (continued)

a Direct transaction costs (continued)

Summary of direct transaction costs 

2018

% of 

average 

net asset 

value 2017

% of 

average 

net asset 

value

£ £

Commission 10,982        0.08% 24,386        0.19%

Taxes 10,631        0.08% 14,703        0.11%

Financial transaction tax -                 -           1                0.00%

b Average portfolio dealing spread

15.

a Market risk

(i) Other price risk

The average portfolio dealing spread of the investments at the balance sheet date was 0.29% (2017: 0.20%).

The following represents the total of each type of transaction cost, expressed as a percentage of the Fund's

average net asset value in the year:

The average portfolio dealing spread is calculated as the difference between the bid and offer value of the

portfolio as a percentage of the offer value.

This risk is generally regarded as consisting of two elements: stock specific risk and market risk. Through these

two factors, the Fund is exposed to price fluctuations, which are monitored by the Manager in pursuance of the

investment objective and policy. 

Adhering to investment guidelines and avoiding excessive exposure to one particular issuer can limit stock

specific risk. Subject to compliance with the investment objective of the Fund, spreading exposure in the

portfolio of investments both globally and across sectors or geography can mitigate market risk.

At 5 April 2018, if the price of the investments held by the Fund increased or decreased by 5%, with all other

variables remaining constant, then the net assets attributable to unitholders would increase or decrease by

approximately £648,014 (2017: £605,610).

Risk management policies

In pursuing the Fund's investment objective, as set out in the Prospectus, the following are accepted by the

Manager as being the main risks from the Fund's holding of financial instruments, either directly or indirectly

through its underlying holdings. These are presented with the Manager's policy for managing these risks. To

ensure these risks are consistently and effectively managed these are continually reviewed by the risk

committee, a body appointed by the Manager, which sets the risk appetite and ensures continued compliance

with the management of all known risks.

Market risk is the risk that the value of the Fund’s financial instruments will fluctuate as a result of changes in

market prices and comprise three elements: other price risk, currency risk, and interest rate risk.

The Fund's exposure to price risk comprises mainly of movements in the value of investment positions in the face

of price movements.

The main element of the portfolio of investments which is exposed to this risk is equities which are disclosed in

the Portfolio statement.
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Notes to the financial statements (continued)
for the year ended 5 April 2018

15.

a

(ii)

(iii)

b Credit risk

c Liquidity risk

Risk management policies (continued)

Interest rate risk 

Currency risk

Currency risk is the risk that the value of investments or future cash flows will fluctuate as a result of

exchange rate movements. Investment in overseas securities or holdings of foreign currency cash will provide

direct exposure to currency risk as a consequence of the movement in foreign exchange rates against sterling.

These fluctuations can also affect the profitability of some UK companies, and thus their market prices, as

sterling’s relative strength or weakness can affect export prospects, the value of overseas earnings in sterling

terms, and the prices of imports sold in the UK.

Forward currency contracts may be used to manage the portfolio exposure to currency movements.

The Fund had no significant exposure to foreign currency in the year.

To reduce liquidity risk the Manager will ensure, in line with the limits stipulated within the COLL rules, a

substantial portion of the Fund's assets consist of readily realisable securities. This is monitored on a monthly

basis and reported to the Risk Committee together with historical outflows of the Fund.

In the event of a change in interest rates, there would be no material impact upon the net assets of the Fund.

During the year the Fund's direct exposure to interest rates consisted of cash and bank balances.

The Fund may also invest in securities that are not listed or traded on any stock exchange. In such situations

the Fund may not be able to immediately sell such securities.

The amount of revenue receivable from bank balances or payable on bank overdrafts will be affected by

fluctuations in interest rates.

Market risk (continued)

The Trustee has appointed the custodian to provide custody services for the assets of the Fund. There is a

counterparty risk that the custodian could cease to be in a position to provide custody services to the Fund.

The Fund's investments (excluding cash) are ring fenced hence the risk is considered to be negligible.

The Fund holds cash and cash deposits with financial institutions which potentially exposes the Fund to

counterparty risk. The credit rating of the financial institution is taken into account so as to minimise the risk

to the Fund of default.

A significant risk is the cancellation of units which investors may wish to sell and that securities may have to be

sold in order to fund such cancellations if insufficient cash is held at the bank to meet this obligation. If there

were significant requests for the redemption of units at a time when a large proportion of the portfolio of

investments were not easily tradable due to market volumes or market conditions, the ability to fund those

redemptions would be impaired and it might be necessary to suspend dealings in units in the Fund.

Investments in smaller companies at times may prove illiquid, as by their nature they tend to have relatively

modest traded share capital. Shifts in investor sentiment, or the announcement of new price sensitive

information, can provoke significant movement in share prices, and make dealing in any quantity difficult.

Interest rate risk is the risk that the value of the Fund's investments will fluctuate as a result of interest rate

changes.

There is no exposure to interest bearing securities at the balance sheet date.

This is the risk that one party to a financial instrument will cause a financial loss for the other party by failing

to discharge an obligation. 

The Fund would not in normal market conditions hold significant cash balances and would have limited

borrowing capabilities as stipulated in the COLL rules.
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Notes to the financial statements (continued)
for the year ended 5 April 2018

15.

c

d

Investment 

assets

Investment 

liabilities

2018 2018

£ £

12,960,286     -                      

-                    -                      

-                    -                      

12,960,286     -                      

Investment 

assets

Investment 

liabilities

2017 2017

£ £

12,112,198     -                      

-                    -                      

-                    -                      

12,112,198     -                      

e

f Derivatives 

There is no material difference between the value of the financial assets and liabilities, as shown in the

balance sheet, and their fair value.

Valuation technique

Unobservable data

Quoted prices

No securities in the portfolio of investments are valued using valuation techniques.

Quoted prices

Observable market data

Valuation technique

Fair value of financial assets and financial liabilities

Unobservable data

Assets subject to special arrangements arising from their illiquid nature

The Fund may employ derivatives with the aim of reducing the Fund's risk profile, reducing costs or generating

additional capital or revenue, in accordance with efficient portfolio management.

The Manager monitors that any exposure is covered globally to ensure adequate cover is available to meet the

Fund's total exposure, taking into account the value of the underlying investments, any reasonably foreseeable

market movement, counterparty risk, and the time available to liquidate any positions.

For certain derivative transactions cash margins may be required to be paid to the brokers with whom the

trades were executed and settled. These balances are subject to daily reconciliations and are held by the

broker in segregated cash accounts that are afforded client money protection.

During the year there were no derivative transactions.

There are no assets held in the portfolio of investments which are subject to special arrangements arising from

their illiquid nature.

Observable market data

To ensure this, the fair value pricing committee is a body appointed by the Manager to analyse, review and

vote on price adjustments/maintenance where no current secondary market exists and/or where there are

potential liquidity issues that would affect the disposal of an asset. In addition, the committee may also

consider adjustments to the Fund's price should the constituent investments be exposed to closed markets

during general market volatility or instability.

Liquidity risk (continued)

In addition liquidity is subject to stress testing on an annual basis to assess the ability of the Fund to meet

large redemptions (50% of the net asset value and 80% of the net asset value), while still being able to adhere

to its objective guidelines and the FCA investment borrowing regulations.

All of the financial liabilities are payable on demand. In the case of forward foreign currency contracts these

are payable in less than one year.

Risk management policies (continued)
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Notes to the financial statements (continued)
for the year ended 5 April 2018

15.

f

(i) Counterparties

(ii) Leverage

(iii)

Transactions in securities give rise to exposure to the risk that the counterparties may not be able to fulfil

their responsibility by completing their side of the transaction. This risk is mitigated by the Fund using a range

of brokers for security transactions, thereby diversifying the risk of exposure to any one broker. In addition

the Fund will only transact with brokers who are subject to frequent reviews with whom transaction limits are

set.

The Fund may transact in derivative contracts which potentially exposes the Fund to counterparty risk from the

counterparty not settling their side of the contract. Transactions involving derivatives are entered into only

with investment banks and brokers with appropriate and approved credit rating, which are regularly

monitored.  Forward currency transactions are only undertaken with the custodians appointed by the Trustee.

At the balance sheet date, there are no securities in the portfolio of investments subject to a repurchase

agreement.

There have been no collateral arrangements in the year.

At the balance sheet date there is no global exposure to derivatives.

Global exposure is a measure designed to limit the leverage generated by a Fund through the use of financial

derivative instruments, including derivatives with embedded assets.

There have been no leveraging arrangements in the year.

Global exposure

Derivatives (continued)

Risk management policies (continued)

29



Distribution table 

for the year ended 5 April 2018

Distributions on income units in pence per unit

Payment Unit Distribution Net Equalisation Distribution Distribution

date type type revenue current year prior year

05.12.17 group 1 interim 3.630 - 3.630 3.352

05.12.17 group 2 interim 2.829 0.801 3.630 3.352

05.06.18 group 1 final 2.496 - 2.496 1.698

05.06.18 group 2 final 1.906 0.590 2.496 1.698

Equalisation

Interim distribution:

Group 1 Units purchased before 6 April 2017

Group 2 Units purchased 6 April 2017 to 5 October 2017

Final distribution:

Group 1 Units purchased before 6 October 2017

Group 2 Units purchased 6 October 2017 to 5 April 2018

Equalisation applies only to group 2 units. It is the average amount of revenue included in the purchase price of

group 2 units and is refunded to holders of these units as a return of capital. Being capital it is not liable to income

tax in the hands of the unitholder but must be deducted from the cost of units for capital gains tax purposes.
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Remuneration

Remuneration code disclosure

Remuneration committee

Remuneration policy

•

•

•

•

•

•

•

Remuneration systems

The remuneration committee is responsible for setting remuneration policy for all partners, directors and employees

within the Smith and Williamson Group including individuals designated as Material Risk Takers under the

Remuneration Code. The remuneration policy is designed to be compliant with the Code and provides a framework

to attract, retain, motivate and reward partners, directors and employees. The overall policy is designed to

promote the long-term success of the group and to support prudent risk management, with particular attention to

conduct risk. 

The remuneration committee report contained in pages 39-41 of the Smith & Williamson Report and Financial

Statements for the year ended 30 April 2017 (available http://smithandwilliamson.com/about-us/financial-reports)

includes details on the remuneration policy. The remuneration committee comprises five non-executive directors

and is governed by formal terms of reference, which are reviewed and agreed by the board. The committee met five 

times during 2016-17.

The main principles of the remuneration policy are:

to align remuneration with the strategy and performance of the business

to foster and support conduct and behaviours which are in line with our culture and values

to ensure that the ratio between fixed and variable remuneration is appropriate and does not encourage

excessive risk taking

to align incentive plans with the business strategy and shareholder interests.

The policy is designed to reward partners, directors and employees for delivery of both financial and non-financial

objectives which are set in line with company strategy. As part of a “balanced scorecard” approach to variable

remuneration non-financial criteria including compliance and risk issues, client management, supervision,

leadership and teamwork are considered alongside financial performance.

to ensure that remuneration is set at an appropriate and competitive level taking into account market rates and

practices

to maintain a sound risk management framework

to comply with all relevant regulatory requirements

The committee reviews all partners' and directors' fixed and variable remuneration. In addition, it approves hurdles

and awards in respect of equity incentive plans, namely a deferred option plan, Equity Matching Plan, Matching

Share Plan, Executive Long Term Incentive Plan and an Investment Management Long Term Incentive Plan. 

The remuneration of partners is made up of a fixed profit share, discretionary bonus profit share and non-

discretionary bonus profit share. The remuneration of employees typically comprises of a salary with benefits

including pension contribution, life assurance, permanent health insurance, private medical insurance, SAYE scheme

and a discretionary bonus scheme. Partners, directors and associate directors are also eligible to participate, at the

invitation of the committee, in the equity incentive plans described above.

The committee approved the introduction of a new Equity Matching Plan for partners, and the continuation of the

existing Matching Share Plan for employees. The purpose of the plans is to reward individual performance and to

encourage wider share ownership.

When considering variable remuneration for the executive directors, the committee takes account of overall

business profit for the group and divisions, the achievement of both financial and non-financial objectives (including

adherence to the principles of treating customers fairly, conduct risk, compliance and regulatory rules), personal

performance and any other relevant policy of the board in respect of the year ended 30 April 2017. The committee

agrees the individual allocation of variable remuneration and the proportion of that variable remuneration to be

awarded as restricted shares.
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Remuneration (continued)

Aggregate Quantitative Information 

Fixed Cash Equity Total No. MRTs

Senior Management £2,929 £1,776 £580 £5,285 16

Other MRTs £1,476 £872 £184 £2,532 11

Total £4,405 £2,648 £764 £7,817 27

Variable

The total amount of remuneration paid by Smith & Williamson Fund Administration Limited (SWFAL) is nil as SWFAL

has no employees.  However, a number of employees have remuneration costs recharged to SWFAL and the

annualised remuneration for these 72 employees is £2,924,504, of which £2,705,376 is fixed remuneration. This is

based on the annualised salary and benefits for those identified as working in SWFAL as at 30 April 2017. Any

variable remuneration is awarded for the year ending 30 April 2017. This information excludes any senior

management or other Material Risk Takers (MRTs) whose remuneration information is detailed below.

Smith & Williamson reviews its MRTs at least annually. These individuals are employed by and provide services to

other companies in the Smith & Williamson group. It is difficult to apportion remuneration for these individuals in

respect of their duties to SWFAL. For this reason, the aggregate total remuneration awarded for the financial year

2016-17 for senior management and other MRTs detailed below has not been apportioned.

Table to show the aggregate remuneration split by 

Senior Management and other MRTs for SWFAL (£000)

Financial Year ending 30 April 2017
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Further information

Distributions and reporting dates

final

interim

annual

interim

Buying and selling units

The property of the Fund is valued at 12 noon each Friday, or if this is not a business day, the business day in London

prior to this date, except during a week which includes the last business day of the month when the valuation will be

on that day, with the exception of any bank holiday in England and Wales or the last business day prior to those days

annually, where the valuation may be carried out at a time agreed in advance between the Manager and the Trustee;

and prices of units are calculated as at that time. Unit dealing is on a forward basis i.e. investors can buy and sell

units at the next valuation point following receipt of the order.

The minimum initial investment in the Fund is £50,000. The minimum subsequent investment is £5,000. The Manager

reserves the right to terminate holdings where the value is less than £50,000. The Manager may exceptionally, at its

discretion, waive such values from time to time.

Prices of units and the estimated yield of the Fund are published on the following website: www.fundlistings.com or

may be obtained by calling 0141 222 1151.

A preliminary charge of 5% of the value of each unit issued is included in the sale price.

5 October

Where net revenue is available it will be distributed semi-annually on the 5 June (final) and 5 December (interim). In

the event of a distribution, unitholders will receive a tax voucher.

XD dates: 6 April

Reporting dates: 5 April

6 October
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Appointments

Manager and Registered office

Smith & Williamson Fund Administration Limited

25 Moorgate

London EC2R 6AY

Telephone:  020 7131 4000 

Authorised and regulated by the Financial Conduct Authority

Administrator and Registrar

Smith & Williamson Fund Administration Limited

206 St. Vincent Street

Glasgow G2 5SG

Telephone:    0141 222 1151 (Registration)

   0141 222 1150 (Dealing)

Authorised and regulated by the Financial Conduct Authority

Directors of the Manager

Brian McLean 

David Cobb

Grant Hotson

James Gordon

Kevin Stopps

Paul Wyse

Giles Murphy - resigned 30 May 2018

Jocelyn Dalrymple - resigned 30 May 2018

Peter Maher - resigned 30 May 2018

Susan Shaw -  resigned 30 May 2018

Tas Quayum - resigned 30 May 2018

Investment Manager

Trustee

National Westminster Bank Plc

Trustee and Depositary Services

2nd Floor

Drummond House

1 Redheughs Avenue

Edinburgh EH12 9RH

Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the 

  Prudential Regulation Authority

Auditor

KPMG LLP

Saltire Court

20 Castle Terrace  

Edinburgh EH1 2EG

Revera Asset Management Limited

8A Rutland Square

Edinburgh EH1 2AS
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