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This Brochure provides information about the qualifications and business practices of 

FountainCap Research & Investment (Hong Kong) Co., Limited. If you have any 

questions about the contents of this Brochure, please contact our Chief Compliance 

Officer at +852 2170 3383 or compliance@fountaincapri.com. The information in this 

Brochure has not been approved or verified by the United States Securities and Exchange 

Commission or by any state securities authority, and references in this Brochure to 

FountainCap Research & Investment (Hong Kong) Co., Limited, as a “registered 

investment adviser” are not intended to imply a certain level of skill or training. 

 

Additional information about FountainCap Research & Investment (Hong Kong) Co., 

Limited is also available on the SEC’s website at www.adviserinfo.sec.gov. 

http://www.fountaincapri.com/
mailto:compliance@fountaincapri.com.
http://www.adviserinfo.sec.gov/


Item 2 – Material Changes 

FountainCap Research & Investment (Hong Kong) Co., Limited (“FountainCap”) made the 

following updates to its Brochure since its last annual amendment filed on March 31, 2023.  

Since the last update, Fountaincap made the following change(s): 

• FountainCap has changed its brokerage and soft dollar arrangements with respect to certain 
of its advisory clients as they are subject to Article 13 of Regulation 5 (2) of the Statutory 
Instrument No. 375/2017 European Union (Markets in Financial Instruments) Regulations 
2017 (“MiFID II”) and/or the UK MiFID framework. Please refer to Item 12.A.1 (pages

29-31) of this Brochure for details.

Additionally, FountainCap has made certain clarifying revisions as part of its annual update of this 

Brochure.  

Clients and prospective clients are encouraged to read the Brochure in detail and contact us with any 

questions. 
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Item 4 – Advisory Business 

 
Item 

4.A 

Describe your advisory firm, including how long you have been in business. Identify 

your principal owner(s). 

 

Notes: (1) For purposes of this item, your principal owners include the persons you 

list as owning 25% or more of your firm on Schedule A of Part 1A of Form ADV 

(Ownership Codes C, D or E). (2) If you are a publicly held company without a 

25% shareholder, simply disclose that you are publicly held. (3) If an individual or 

company owns 25% or more of your firm through subsidiaries, you must identify 

the individual or parent company and intermediate subsidiaries. If you are an SEC- 

registered adviser, you must identify intermediate subsidiaries that are publicly 

held, but not other intermediate subsidiaries. If you are a state-registered adviser, 

you must identify all intermediate subsidiaries. 

 

FountainCap Research & Investment (Hong Kong) Co., Limited (“FountainCap” or the 

“Adviser”), a Hong Kong limited liability company, is an investment adviser formed on 

July 21, 2014. FountainCap was founded and is principally owned by Mr. Xiaofang Ding 

(Frank Ding).  

 

FountainCap launched, and acts as the investment manager of, FountainCap Global 

China Opportunity Master Fund, FountainCap Global China Opportunity Fund and 

FountainCap Global China Opportunity (US) Fund, a Cayman Islands domiciled master-

feeder structure organized as exempt companies with limited liability (each, a “Fund” 

and together, the “FountainCap Funds”). Additionally, FountainCap provides 

investment management and/or advisory services to clients through the management or 

advisory of investment portfolios. Such clients include, but are not limited to, high net worth 

individuals, institutions, corporations, government entities, sovereign wealth funds, other third-

party investment advisers and their pooled investment vehicles, special purpose vehicles 

established by third party investment advisers and other separately managed accounts 

(the “Advisory Funds”). Certain Advisory Fund(s) are collective asset-management 

vehicles organized as Undertakings for Collective Investment in Transferable Securities 

(UCITS) fund (the “UCITS Funds”). Certain Advisory Fund(s) from time to time may 

be deemed to hold “plan assets” within the meaning of the U.S. Employee Retirement 

Income Security Act of 1974, as amended (“ERISA”). During any period in which an 

Advisory Fund holds such “plan assets,” FountainCap will constitute a “fiduciary” and 

an “investment manager” within the meaning of ERISA with respect to such Advisory 

Funds. FountainCap in the future may decide to manage additional private investment 

funds or separately managed accounts (collectively with the FountainCap Funds and 

Advisory Funds, the “Advisory Clients”). 

 

 

 

 

 

 

 

 

 

 
 

 



 

 

 

 

 

 

2 

Item 

4.B 
Describe the types of advisory services you offer. If you hold yourself out as 

specializing in a particular type of advisory service, such as financial planning, 

quantitative analysis, or market timing, explain the nature of that service in greater 

detail. If you provide investment advice only with respect to limited types of 

investments, explain the type of investment advice you offer, and disclose that your 

advice is limited to those types of investments. 

 

Pursuant to the Advisory Clients’ offering memoranda, subscription documents, 

investment management agreements and/or sub-advisory agreements, or other 

equivalent documents, as applicable (collectively, the “Governing Documents”), the 

Advisory Clients generally engage in long-only equity strategies focused on global 

investment opportunities arising from China’s restructuring and transformation. 

Advisory Clients attempt to gain long-term capital appreciation by investing in 

companies that have been thoroughly researched and are believed to have growth and/or 

value potential. FountainCap provides investment advisory services to the Advisory 

Clients in accordance with the respective Governing Documents and adheres to the 

objectives, guidelines or restrictions as stated therein.  

 

Additionally, the FountainCap Funds offer interests (“Interests”) to certain qualified 

investors as described in the response to Item 7 below. 

Item 

4.C 

Explain whether (and, if so, how) you tailor your advisory services to the individual 

needs of clients. Explain whether clients may impose restrictions on investing in 

certain securities or types of securities. 

 

The investment program of the FountainCap Funds is described in their confidential 

offering memoranda. FountainCap does not tailor its advisory services to the individual 

needs of investors in the FountainCap Funds (the “Fund Investors”) and does not accept 

Fund Investor imposed investment restrictions. 

 

Otherwise, advisory services may be tailored to achieve the clients’ investment 

objectives and the clients may impose certain restrictions on certain securities or types of 

securities. Generally, FountainCap has the authority to select which and how many 

securities and other instruments to buy or sell when the selected investments are in line 

with investment guidelines and restrictions in the investment advisory 

mandates/agreements. 

Item 

4.D 

If you participate in wrap fee programs by providing portfolio management 

services, (1) describe the differences, if any, between how you manage wrap fee 

accounts and how you manage other accounts, and (2) explain that you receive a 

portion of the wrap fee for your services. 

 

FountainCap does not participate in wrap fee programs. 
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Item 

4.E 

If you manage client assets, disclose the amount of client assets you manage on a 

discretionary basis and the amount of client assets you manage on a non- 

discretionary basis. Disclose the date “as of” which you calculated the amounts. 

 

Note: Your method for computing the amount of “client assets you manage” can be 

different from the method for computing “regulatory assets under management” 

required for Item 5.F in Part 1A. However, if you choose to use a different method 

to compute “client assets you manage,” you must keep documentation describing 

the method you use. The amount you disclose may be rounded to the nearest 

$100,000. Your “as of” date must not be more than 90 days before the date you last 

updated your brochure in response to this Item 4.E 

 

As of December 31, 2023, FountainCap manages $1,686,083,609 regulatory assets 

under management. 
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Item 5 – Fees and Compensation 
 

Item 

5.A 
Describe how you are compensated for your advisory services. Provide your fee 

schedule. Disclose whether the fees are negotiable. 

 

Note: If you are an SEC-registered adviser, you do not need to include this 

information in a brochure that is delivered only to qualified purchasers as defined in 

section 2(a)(51)(A) of the Investment Company Act of 1940. 

Fund Fees 

FountainCap is compensated by Fund Investors in the form of a management fee that is 

payable monthly in arrears (the “Fund Management Fee”). The Fund Management Fee 

accrues monthly and is calculated based on the aggregate Net Asset Value of each Share 

Class. Depending on the Share Class selected, the Fund Management Fee ranges from 1.0% 

p.a. to 2.0% p.a. of the Net Asset Value of the shares the Fund Investor holds. 

 

Shares held by directors, members and employees of FountainCap are not subject to the 

Fund Management Fee. 

 

All expenses and the Fund Management Fees are paid at the master fund level, resulting in 

these costs (including those specifically allocable to the FountainCap Funds) being paid pro 

rata by the feeder funds in accordance with their investments in the master fund (and, 

accordingly, pro rata among the Fund Investors in accordance with their respective 

investments in the FountainCap Funds – other than in the case of Fund Investors paying 

reduced or no Fund Management Fees). 
 

Advisory Fees 

In connection with the advisory services provided to other clients, FountainCap will receive 

compensation that is negotiated on an account-by-account basis, which is typically based 

on a percentage of the account’s assets under management and/or a percentage of the 

investment results. Fee arrangements may be incentive or performance based and may be 

either inclusive or exclusive of fees assessed by other investment advisers to a fund.  

 

Fees and other compensation are negotiable in certain circumstances and arrangements with 

any particular investor or Advisory Client may vary. 

Item 

5.B 
Describe whether you deduct fees from clients’ assets or bill clients for fees incurred. 

If clients may select either method, disclose this fact. Explain how often you bill clients 

or deduct your fees. 

FountainCap is compensated by clients in the form of fees that are payable 

monthly/quarterly/annually in arrears depending on the applicable agreed payment 

schedules. The fees from the FountainCap Funds are deducted from Fund Investors’ assets, 

while FountainCap will bill all other Advisory Clients for the fee incurred on the basis agreed 

upon in the applicable investment management agreement or sub-advisory agreement. 
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Item 

5.C 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 

 

Describe any other types of fees or expenses clients may pay in connection with your 

advisory services, such as custodian fees or mutual fund expenses. Disclose that 

clients will incur brokerage and other transaction costs, and direct clients to the 

section(s) of your brochure that discuss brokerage. 

In addition to the fees payable to FountainCap, the Advisory Clients (and therefore, as 

applicable, the investors) will pay a variety of eligible expenses related to each Fund and/or 

Advisory Client’s investments and operations, including, without limitation (i) 

management fees and with respect to certain Advisory Clients, performance fees; (ii) all 

general investment expenses, including brokerage and other transaction costs; (iii) set up 

expenses of the relevant Fund or investment vehicle, all administrative, custodian, legal, 

accounting, auditing, recordkeeping, regulatory filing and tax form preparation expenses; 

(iv) fees payable to its directors, including reasonable travel (business class airfare, meals, 

lodging, and other transportation) and other expenses of members of its advisory board 

and/or (v) fees, costs, and expenses of third-party service providers that provide such 

services pursuant to the applicable Governing Documents. 

 

The Advisory Clients will not generally pay any of FountainCap’s internal expenses (such 

as salaries, bonuses, travel or office rent), except as set forth herein. 

 

The expenses to be paid by the Advisory Clients (and therefore, as applicable, the investors) 

are set forth in detail in the applicable Governing Documents. Thus, although the foregoing 

is a brief summary of the types of expenses the Advisory Clients (and therefore, as 

applicable, investors) will generally bear, it is not an exhaustive or complete list. Advisory 

Clients, including investors and prospective investors should therefore review the 

applicable Governing Documents carefully because such documents, and not this Brochure, 

describe the exact expenses the Advisory Clients (and, as applicable, the investors) will 

bear. 

 

In connection with the investment advisory services FountainCap provides, it will bear all 

of its own normal and recurring operating expenses and overhead costs, except that 

certain research and research-related expenses may be obtained through the permitted use 

of “soft dollars” (as described in Item 12 - Brokerage Practices). The management fee 

may exceed the expenses borne by FountainCap on behalf of certain of the Advisory 

Clients. 
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Item 

5.D 
If your clients either may or must pay your fees in advance, disclose this fact. 

Explain how a client may obtain a refund of a pre-paid fee if the advisory 

contract  is terminated before the end of the billing period. Explain how you will 

determine the amount of the refund. 

Not applicable. 

Item 

5.E 
If you or any of your supervised persons accepts compensation for the sale of 

securities or other investment products, including asset-based sales charges or 

service fees from the sale of mutual funds, disclose  this  fact  and  respond  to 

Items 5.E.1, 5.E.2, 5.E.3 and 5.E.4. 

Not applicable. 

Item 

5.E.1 
Explain that this practice presents a conflict of interest and gives you or your 

supervised persons an incentive to recommend investment products based on the 

compensation received, rather than on a client’s needs. Describe generally how you 

address conflicts that arise, including your procedures for disclosing the conflicts 

to clients. If you primarily recommend mutual funds, disclose whether you will 

recommend “no-load” funds. 

Not applicable. 

Item 

5.E.2 
Explain that clients have the option to purchase investment products that you 

recommend through other brokers or agents that are not affiliated with you. 

Not applicable. 

Item 

5.E.3 
If more than 50% of your revenue from advisory clients results from commissions 

and other compensation for the sale of investment products you recommend to your 

clients, including asset-based distribution fees from the sale of mutual funds, 

disclose that commissions provide your primary or, if applicable, your exclusive 

compensation. 

Not applicable. 

Item 

5.E.4 
If you charge advisory fees in addition to commissions or markups, disclose 

whether you reduce your advisory fees to offset the commissions or markups. 

 

Note: If you receive compensation in connection with the purchase or sale of 

securities, you should carefully consider the applicability of the broker-dealer 

registration requirements of the Securities Exchange Act of 1934 and any 

applicable state securities statutes. 

Not applicable. 
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Item 6 – Performance-Based Fees and Side-by-Side Management 
 

If you or any of your supervised persons accepts performance-based fees – that is, fees based on 

a share of capital gains on or capital appreciation of the assets of a client (such as a client that 

is a hedge fund or other pooled investment vehicle) – disclose this fact. If you or any of your 

supervised persons manage both accounts that are charged a performance-based fee and 

accounts that are charged another type of fee, such as an hourly or flat fee or an asset-based 

fee, disclose this fact. Explain the conflicts of interest that you or your supervised persons face 

by managing these accounts at the same time, including that you or your supervised persons 

have an incentive to favor accounts for which you or your supervised persons receive a 

performance-based fee, and describe generally how you address these conflicts. 

 

As described in Item 5 above, FountainCap (or an affiliate) may receive performance-based 

compensation from the Advisory Clients. 

 

The arrangement that FountainCap (or an affiliate) could receive performance-based compensation 

creates a conflict of interest in that it creates an incentive for FountainCap to recommend or make 

investments that may be larger and  riskier than those that would be recommended or made in the 

absence of such form of compensation. Since the performance-based fees are calculated on a basis 

that includes unrealized appreciation of Advisory Client assets, such an allocation may be greater than 

if it were based solely on realized gains.  

 

To the extent FountainCap manages both accounts that are charged a performance-based 

compensation and accounts that pay a management fee, FountainCap may have an incentive to favor 

those accounts that pay performance-based compensation. FountainCap addresses this possible 

conflict through its trade allocation policy. FountainCap is required to act in a manner that it 

considers fair, reasonable and equitable in allocating investment opportunities among the Advisory 

Clients. FountainCap recognizes that it is a fiduciary and as such, it must act in the best interests of 

its Advisory Clients. In addition, during any period in which an Advisory Client holds “plan assets” 

within the meaning of ERISA, FountainCap will constitute a “fiduciary” and an “investment 

manager” under ERISA with respect to such Advisory Fund. 

 

Fee disclosures are provided to Advisory Clients and investors in the applicable fund documents, 

investment management agreements or sub-advisory agreements and prospective clients and 

investors should review the relevant disclosures carefully prior to investing. 
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Item 7 – Types of Advisory Clients 
 

Describe the types of clients to whom you generally provide investment advice, such as 

individuals, trusts, investment companies, or pension plans. If you have any requirements for 

opening or maintaining an account, such as a minimum account size, disclose the 

requirements. 

 

As previously described in Item 4, FountainCap provides investment advisory services to the 

Advisory Clients.  

 

Interests in the FountainCap Funds are not registered securities under the U.S. Securities Act of 

1933, as amended (the “Securities Act”). In addition, the FountainCap Funds are not registered as 

investment companies under the U.S. Investment Company Act of 1940, as amended (the 

“Investment Company Act”). Accordingly, interests in the FountainCap Funds are offered and sold 

exclusively to investors satisfying the applicable eligibility and suitability requirements in private 

transactions pursuant to available exemptions or exclusions under the Securities Act, the Investment 

Company Act and any applicable U.S. state securities laws.  

 

Prospective investors must meet the eligibility criteria and are subject to certain withdrawal 

requirements and limitations. Prospective investors are encouraged to thoroughly review the 

applicable Governing Documents, which set forth all of the terms in detail. Though the Advisory 

Clients generally pursue the same strategy, offering terms may differ. 

 

The minimum initial investment in the FountainCap Funds is $500,000, which may be reduced by the 

Directors of the FountainCap Funds, in their sole discretion. However, an initial subscription for less 

than US$100,000, which is the minimum required under the appliable law, in no circumstances will 

be accepted.   

 

Separately managed account (“SMA”) clients are subject to different terms and fees than 

FountainCap Funds. Such fee arrangements and terms are individually negotiated. SMA 

relationships are generally subject to significant account minimums, although FountainCap can 

waive this in their sole discretion. 
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Item 8 – Methods of Analysis, Investment Strategies and Risk of Loss 
Item 

8.A 
Describe the methods of analysis and investment strategies you use in formulating 

investment advice or managing assets. Explain that investing in securities involves 

risk of loss that clients should be prepared to bear. 

 

Strategy and Process 

 

FountainCap thoroughly researches companies before investing and seeks to buy the 

stocks that it believes to be good companies at reasonable prices. FountainCap aims to 

invest in companies with sustainable growth potential or fundamental values and expects 

to hold their shares for the long term. Each of FountainCap’s investment decisions is 

based on extensive proprietary fundamental research. 

 

FountainCap applies a variety of investment strategies for selecting stocks. 
 

• Through its Profile Strategy, FountainCap seeks to buy companies it 

believes have sustainable earnings growth and/or value at reasonable 

prices. 

 

• Through its Value Strategy, FountainCap invests in the stocks of companies 

with a current price that it believes is below the stock’s actual value. 

 

• Through its Restructuring Strategy, FountainCap invests in the stocks of 

companies that enhance competitive positioning and earnings growth on an on-

going basis and unlock hidden value via significant restructuring and changes. 

 

Risk Management 
 

FountainCap views risk in terms of the chance of capital loss. Therefore, FountainCap 

tries to manage risk on an ongoing basis. Managing investment risk is integral to the 

investment process and is addressed at several points across the research, analysis, and 

portfolio construction stages. FountainCap believes that thorough fundamental research 

throughout the investment process is critical to risk management. The extensive research 

network it established, coupled with the “Backpack” on-the-ground research, provides 

FountainCap with an edge in identifying investment pitfalls as early as possible and 

avoiding them. Once an investment is made, FountainCap conducts regular monitoring to 

re-confirm the conviction and thesis. Stocks are monitored on a regular basis. The 

objective of monitoring is to identify early warning signals of a change in the 

fundamentals of the investment thesis. FountainCap also monitors the overall market 

volatility and liquidity situations regularly. FountainCap avoids overweighting positions 

on certain sectors or stocks to which Advisory Clients might be exposed. FountainCap 

has a proactive approach in managing sell discipline and continually evaluates holdings 

and the dynamic factors that might lead to capital loss. 
 

Investing in securities involves a risk of loss that clients and investors should be prepared 

to bear. Clients and investors should consider the risk factors described in Item 8.B and 

Item 8.C before investing. The following list does not purport to be a complete enumeration 

or explanation of the risks involved in or by the Advisory Clients. Prospective clients and 

investors are urged to consult their professional advisers and to review the legal 

documents and the Governing Documents for each particular Advisory Client before 

deciding to make an investment. 
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Item 

8.B 
For each significant investment strategy or method of analysis you use, explain the 

material risks involved. If the method of analysis or strategy involves significant or 

unusual risks, discuss these risks in detail. If your primary strategy involves 

frequent trading of securities, explain how frequent trading can affect investment 

performance, particularly through increased brokerage and other transaction costs 

and taxes. 

 

As a general matter, FountainCap utilizes the methods of analysis and investment 

strategies described in the Advisory Clients’ offering and Governing Documents. The 

information contained herein is a summary of material risks only. Clients and investors 

should refer to the relevant offering documents and Governing Documents for a complete 

overview of FountainCap’s methods of analysis and investment strategies and the material 

risks associated therewith. No guarantee is made that the investment objectives of the 

Advisory Clients will be realized. Below is a list of potential investment risk factors. 

There is no guarantee that this is a complete list of the risks, that Advisory Clients will be 

able to control investment risks or that the risks will not aggregate in a manner adverse to 

the Advisory Clients. The risks associated with particular investments by Advisory 

Clients include, but are not limited to, the following: 

 

General risks of investing. The liquidity of the capital markets, and the securities traded 

on these capital markets, is not guaranteed or assured. FountainCap provides no assurance 

about the liquidity of assets, the security of assets in custody, or regulatory change. 

Advisory Clients may lose all or substantially all of their investment. 

 

Clients may lose all or substantially all your investment. An investment is speculative 

and involves substantial risks. Investment results will be measured over a relatively long 

period. Therefore, clients should not have any need for monies invested to meet current 

needs or ongoing financial requirements. FountainCap’s investment philosophy is to 

achieve long-term capital appreciation via investment in equities in various recognized 

capital markets that have significant exposure to the Greater China region, including the 

People’s Republic of China (Mainland China), its special administrative regions of Hong 

Kong and Macau and the Republic of China (Taiwan) as an economically integrated unity. 

Investment results will be significantly correlated to the overall equity price levels of the 

securities purchased. 

 

Though FountainCap has broad discretion in making investments for Advisory 

Clients, Advisory Clients cannot be assured that FountainCap will correctly 

evaluate the nature and magnitude of the various factors that could affect the value 

of and return on investments. The prices of investments may be volatile, and a variety 

of factors that are inherently difficult to predict, such as domestic or international 

economic and political developments, may significantly affect the results and the value 

of investments. In addition, the value of an Advisory Client’s portfolio may fluctuate as 

the general level of interest rates fluctuates. There can be no guarantee and FountainCap 

makes no representations that investment objectives will be achieved. 

 

Advisory Clients’ investment portfolios will be impacted by uncertain geo-politics 

and sovereign finances. The equity markets are sensitive to geo-politics and sovereign 

finances, which are subject to numerous factors — social programs, political pressure, 

supra-national economic actions, anti-terrorist actions, military conflicts, trade wars — 

that are not included in FountainCap’s analytic framework and may occasionally 
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overwhelm the idiosyncratic, company-specific factors (even if correctly identified by 

FountainCap) on which FountainCap focuses in attempting to construct a portfolio for the 

clients to achieve its investment objectives. 

 

Market Disruption Risk. The global financial markets have in the past few years 

experienced pervasive and fundamental disruptions that have led to extensive and 

unprecedented governmental intervention. Such intervention has in certain cases been 

implemented on an “emergency” basis, suddenly and substantially eliminating market 

participants’ ability to continue to implement certain strategies or manage the risk of their 

outstanding positions. In addition — as one would expect given the complexities of the 

financial markets and the limited time frame within which governments have felt 

compelled to take action — these interventions have typically been unclear in scope and 

application, resulting in confusion and uncertainty which in itself has been materially 

detrimental to the efficient functioning of the markets as well as previously successful 

investment strategies. 

 

The Advisory Clients may incur major losses in the event of disrupted markets and other 

extraordinary events in which historical pricing relationships become materially distorted. 

The risk of loss from pricing distortions is compounded by the fact that in disrupted 

markets many positions become illiquid, making it difficult or impossible to close out 

positions against which the markets are moving. The financing available to the Advisory 

Clients from its banks, dealers and other counterparties is typically reduced in disrupted 

markets. Such a reduction may result in substantial losses to the Advisory Clients. Market 

disruptions may from time to time cause dramatic losses for the Advisory Clients, and 

such events can result in otherwise historically low-risk strategies performing with 

unprecedented volatility and risk.  

 

Pandemic or Epidemic Risk. The Advisory Clients could be adversely affected by 

pandemics, epidemics or outbreaks of serious contagious disease such as the avian flu, 

H1N1 flu, MERS, COVID-19 or SARS. Natural disasters, contagious diseases, or any 

other adverse public health development, could result in a widespread health crisis. Such 

a development could adversely affect and severely disrupt the business operations, 

economies and financial markets of many countries, including those of the PRC, Hong 

Kong, the U.S. and countries in Europe. As a result, Advisory Clients and FountainCap 

may be adversely affected. There is no guarantee that any preventative measure or 

contingency plan that is adopted by the Advisory Clients and FountainCap to combat 

outbreak of a pandemic or epidemic will be effective in minimizing the effect of such an 

event on the Advisory Clients and FountainCap. 

 

Economic and Market Conditions. General Economic and Market Conditions, which is 

the risk that the firm’s activities will be affected by general economic and market 

conditions such as global and local economic growth, interest rates, economic 

uncertainty, changes in laws (including U.S. and EU regulatory developments), trade 

barriers, currency exchange controls, and national and international political 

circumstances (including wars, such as the Russia-Ukraine conflict, Gaza conflict, 

terrorist acts or security operations). These factors may affect the level and volatility of 

the prices and the liquidity of the Advisory Clients' investments. Volatility or illiquidity 

could impair Advisory Clients’ profitability or result in losses. 
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Risks Related to Investments in Asia and Emerging Economies 

 

To the extent FountainCap invests in companies listed on Asian stock exchanges, 

Advisory Clients will be exposed to the following risks. 

 

Development of the Asian Economies. The economies of the various nations in Asia 

differ from the economies of most developed countries in many aspects, including as to: 

(a) the political structure; (b) the degree of government involvement; (c) the degree of 

development; (d) the level and control of capital re-investment; (e) the control of foreign 

exchange; (f) the allocation of resources and (g) the degree of liquidity in their capital 

markets. Certain economies in Asia have been transitioning from centrally planned 

economies to more market-oriented economies. For example, for more than two decades, 

the government of the PRC has implemented economic reform measures emphasizing 

utilization of market forces in the development of the PRC economy. Although 

FountainCap believes these reforms will have a positive effect on the overall and long-

term development of such economies, it cannot predict whether changes in economic, 

political and social conditions, laws, regulations and policies in Asia will not have an 

adverse effect on the Advisory Clients including their financial conditions or results of 

operation. 

 

There are some particular risks of investing in the PRC and other Asian economies. 

The emerging Asian equity markets have begun to expand and open up to international 

investments only in recent years and are neither as developed nor as efficient as those in 

the U.S. or Europe. The trading volumes in Asian equity markets are usually lower than 

on U.S. and European markets, resulting in greater liquidity risk as well as the risk of 

more rapid and erratic price fluctuations. In particular, investments in PRC and other 

emerging Asian companies involve certain risks and special considerations not typically 

associated with developed markets, such as greater government control over the economy, 

political and legal uncertainty, currency fluctuations or blockage, confiscatory taxation, 

armed conflict, the risk that the PRC government may decide not to continue to support 

economic reform programs, the risk of nationalization or expropriation of assets, lack of 

uniform auditing and accounting standards, less publicly available financial and other 

information, fewer hedging instruments available, potential difficulties in enforcing 

contractual obligations, potentially fewer opportunities for capital appreciation than other 

emerging market and limitations on the ability to pay dividends due to currency exchange 

issues, which may result in the risk of the loss of favorable tax treatment. 

 

Brokerage commissions charged on Greater China and other Asian stock exchanges 

are generally higher than negotiated commissions on a number of other 

international market exchanges, and custody expenses are generally higher as well. 

Settlement practices for transactions in Greater China and other Asian markets may 

involve delays beyond periods customary in developed markets, possibly requiring 

Advisory Clients to borrow funds or securities to satisfy obligations arising out of other 

transactions that would otherwise have been settled with the proceeds of another 

transaction. 

 

There are differences in the legal and tax systems of PRC and other Asian countries. 

The legal and tax systems of certain countries in Asia are less predictable than most legal 

and tax systems in countries with fully developed capital markets. Currently, the tax rules 

and regulations prevailing in certain countries in Asia are, as a general matter, either new 
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or under varying stages of review and revision, and there is considerable uncertainty as 

to whether new laws will be enacted and, if enacted, the scope and content of such laws. 

Reliance on oral administrative guidance from regulators and procedural inefficiencies 

hinder legal remedies in many areas, including bankruptcy and the enforcement of 

creditors’ rights. Moreover, companies may experience delays in certain countries in Asia 

when obtaining governmental licenses and approvals. These factors contribute to the 

systemic risks to which Advisory Clients may be exposed. In some countries, especially 

developing or emerging countries, regulatory, political or diplomatic developments could 

lead to programs that would adversely affect investments, such as confiscatory taxation 

or expropriation. There can be no assurance that current taxes will not be increased or that 

additional sources of revenue or income, or other activities, will not be subject to new 

taxes, charges or similar fees in the future. Any such increase in taxes, charges or fees 

payable by the individual companies in the portfolios of the Advisory Clients or the 

Advisory Clients themselves may reduce the returns for the investors. In addition, 

changes to tax treaties (or their interpretation) between countries in which Advisory 

Clients invests, and countries through which Advisory Clients conducts its investment 

program, may have significant adverse effects on Advisory Clients’ ability to efficiently 

realize income or capital gains. Consequently, Advisory Clients may face unfavorable tax 

treatment resulting in an increase in the taxes payable by Advisory Clients on their 

investments. Any such increase in taxes could reduce the investment returns that might 

otherwise be available to the investors. 

 

There is less company information and regulation in the PRC and other Asian 

countries. Generally, there is less publicly available information about PRC and other 

Asian companies. This may make it more difficult for FountainCap to stay informed of 

corporate action that may affect the price or value of a particular security. Further, 

developing countries in Asia may lack uniform accounting, auditing, and financial 

reporting standards, practices and requirements. These factors can make it difficult to 

analyze and compare the performance of certain PRC and Asian companies. 

 

The stock exchanges of certain Asian countries have smaller market capitalization 

and are more volatile than the securities markets in the US and the United Kingdom. 

Certain of these stock exchanges have experienced substantial fluctuations in the prices 

and trading volumes of listed securities from time to time. Certain Asian governments 

have also been known to intervene in the securities market in a manner that may affect 

market price and liquidity of Advisory Clients’ investments. 

 

The stock exchanges in certain Asian countries have experienced certain problems, 

including market manipulation, insider trading and payment defaults. The 

recurrence of these or similar problems could have a material adverse effect on the market 

price and liquidity of the securities of certain Greater China companies, which may, in 

turn, have an adverse impact on Advisory Clients’ investments. 

 

FountainCap’s strategies are subject to multiple dimensions of market risk. By 

investing, Advisory Clients will be exposed to unexpected directional price movements; 

international, or Greater China-specific factors adversely affecting the price level of 

Greater China equities in general; momentum pricing dominating the Fund. Fundamental 

economic factors on which FountainCap focuses in its equity selection; changes in the 

regulatory environment (in Greater China and/or in other global markets); changes in 

market volatility; “flights to quality;” and “credit squeezes.” The great degree of exposure 

of Advisory Clients’ portfolio in Greater China materially increases its market risk in that 
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the prices of these equities may react more violently and abruptly to market changes than 

the equities traded in established equities markets. During periods of market disruption, 

the Greater China and other Asian equity markets may be treated by the global markets 

in general as part of commoditized “emerging market” risk and heavily devalued. 

Advisory Clients may materially underperform other investment funds with substantially 

similar investment objectives and approaches. 

 

Equity prices have been subject to periods of excessive volatility in the past, and it 

is expected that these periods to recur. Price volatility is influenced by many 

unpredictable factors, such as market sentiment, inflation rates, interest rate movements, 

and general economic and political conditions. On the other hand, the equities markets 

occasionally enter into “stagnant” periods of significantly reduced volatility. The 

volatility of the Greater China and other Asian equity markets can be expected to exceed 

that of certain other equity markets due to the less developed stage of these markets. 

FountainCap believes that its strategy can be successful in a wide range of volatility 

environments. However, the profit potential of this strategy could be adversely affected 

during periods when market volatility approaches extreme levels (either high or low). 

 

Concentration on the equities of Greater China and other Asian companies will also 

put Advisory Clients at material risk of political, economic and other factors in 

Greater China and the relevant Asian countries. Equity prices, globally, are vulnerable 

to the effects of economic intervention by any major government. U.S. or European 

monetary and/or stimulus policies may for example, materially affect the equities of 

Greater China and other Asian companies. 

 

Market disruptions caused by unexpected political, military and terrorist events 

may cause dramatic losses for Advisory Clients. Market disruptions can damage 

Advisory Clients in ways that cannot be predicted. Due to the less developed stage of the 

Asian equity markets, they may be more vulnerable and less able to absorb the damage 

caused by market disruptions than are more developed equity markets. 

 

Other Instruments. The Greater China and other Asian equities markets are rapidly 

developing, and it is likely that a number of new financial instruments will be developed 

in the near future as a means of accessing these markets. While Advisory Clients will 

maintain its focus on Greater China equities, it is not possible to predict what instruments 

Advisory Clients may use to do so over time, certain of which may be subject to their 

own particular risks. Furthermore, many equity-linked instruments are materially less 

liquid than the underlying equity itself, which could cause materially increased risk to 

Advisory Clients under certain market scenarios. 

 

 

Risk Related to Investing in PRC Companies 

 

Certain PRC companies could be materially and adversely affected by the tensions 

in international trade such as the one between the United States and China in recent 

years. Changes to international trade policies could adversely affect the global economic 

conditions. In addition, geopolitical tensions between the United States and China have 

escalated due to, among other things, trade disputes, the COVID-19 outbreak, sanctions 

imposed by the U.S. Department of Treasury, and the executive orders issued by the U.S. 

government that may prohibit transactions with certain selected Chinese companies as 

well as their products and services. Rising political tensions could reduce levels of trades, 
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investments, technological exchanges, and other economic activities between the two 

major economies. Such tensions involving China, and any escalation thereof, may 

negatively affect trading and business environments, which may, in turn, have an adverse 

impact on Advisory Clients’ investments. 

 

The PRC imposes restrictions on foreign investment. To gain indirect exposure to 

Greater China companies, Advisory Clients may rely on “Qualified Foreign Institutional 

Investors (or “QFII”) or “Offshore Renminbi Qualified Foreign Institutional Investors” 

(or “RQFII”) status granted by the PRC regulator to qualified foreign brokers or other 

financial institutions, or the Shanghai-Hong Kong Stock Connect and Shenzhen-Hong 

Kong Stock Connect mechanism launched on November 17, 2014 and December 5, 2016 

respectively. 

 

FountainCap may make investments through one or more additional QFIIs/RQFIIs that 

enter into arrangements with Advisory Clients subsequent to your investment. These 

arrangements may have terms materially different from Advisory Clients’ existing 

QFII/RQFII arrangements. 

 

Although the Shanghai and Shenzhen Stock Connect creates for the first time a channel 

for mutual market access between the Shanghai Stock Exchange (“SSE”), the Shenzhen Stock 

Exchange (“SZSE”) and the Hong Kong Stock Exchange (“HKEX”), such trading involves 

risks due to the inherent differences between the two markets. 

 

In addition, the HKEX, SSE and SZSE have certain prescribed rules with respect to 

trading under the Shanghai and Shenzhen Stock Connect. For example, investors may be 

prohibited from using securities purchased through the Shanghai and Shenzhen Stock 

Connect to settle any sell orders placed through channels other than Shanghai and 

Shenzhen Stock Connect. Accordingly, there may be a limited market and/or lower 

liquidity for securities purchased through the Shanghai and Shenzhen Stock Connect (as 

compared to the same shares purchased through other channels). The imposition of a 

trading quota means that there is no assurance that a buy order can be successfully placed 

through the Shanghai and Shenzhen Stock Connect. 

 

Finally, changes in this cooperative arrangement may have an adverse impact on the 

trading of securities, which may adversely affect Advisory Clients’ investment in such 

securities. 

 

The factors mentioned above could negatively affect Advisory Clients’ NAV, the ability 

to redeem shares and the price at which the shares may be redeemed. 

 

A-Shares dealt on SSE and SZSE are dealt and held in dematerialized form through the 

China Securities Depository & Clearing Corporation Limited (“CSDCC”). The evidence 

of title of exchange-traded securities in the PRC consists only of electronic book entries 

in the depository and/or registry associated with the exchange. These arrangements of the 

depositories and registries are new and not fully tested concerning their efficiency, 

accuracy, and security. 

 

Securities dealt on SSE and SZSE will be registered in the name of the Hong Kong 

Securities Clearing Company Limited (“HKSCC”) and thus the exercise of Advisory 

Clients’ rights as beneficial owner must comply with the laws and regulations of Hong 

Kong, i.e., the Central Clearing and Settlement System General Rules and Operational 
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Procedures issued by HKSCC. The PRC authorities will recognize the certification issued 

by HKSCC as long as such certification is treated as lawful proof of the beneficial owner’s 

holding of the securities under Hong Kong law. 

 

The investment through QFII regime or via Shanghai and Shenzhen Stock Connect may 

be affected by the taxation levied against the relevant QFIIs or against the investments 

held under the relevant mechanisms. The PRC taxation regime that will apply to QFIIs and 

investments made in or through QFII regime or via Shanghai and Shenzhen Stock 

Connect is not clear. The PRC’s investment regulations are new and do not currently 

expressly contemplate the treatment of QFIIs and investments made through QFII regime 

or via Shanghai and Shenzhen Stock Connect. It should be noted that the position 

regarding PRC taxation of Advisory Clients and its gains and profits remains unclear and 

practicing standards might vary from local regulatory or tax authorities. 

 

The PRC’s legal and tax systems are less predictable than most legal and tax systems 

in countries with fully developed capital markets. Currently, the tax rules and 

regulations prevailing in the PRC are, as a general matter, either new or under varying 

stages of review and revision, and there is considerable uncertainty as to whether new tax 

laws will be enacted and, if enacted, the scope and content of such laws. Reliance on oral 

administrative guidance from regulators and procedural inefficiencies hinder legal 

remedies in many areas, including bankruptcy and the enforcement of creditors’ rights. 

Moreover, companies may experience delays in the PRC when obtaining governmental 

licenses and approvals. These factors contribute to the exogenous and systemic risks to 

which Advisory Clients may be exposed. There can be no assurance that current taxes 

will not be increased or that additional sources of revenue or income, or various other 

activities, will not be subject to new taxes, charges or similar fees in the future. Any such 

increase in taxes, charges or fees payable in connection with the investments or by 

Advisory Clients may reduce the returns for the investors. In addition, changes to tax 

treaties (or their interpretations) between countries in which Advisory Clients invests and 

countries through which Advisory Clients conducts its investment program, may have 

significant adverse effects on Advisory Clients’ ability to realize income or capital gains 

efficiently. Consequently, Advisory Clients may face unfavorable tax treatment resulting 

in an increase in the taxes payable by Advisory Clients on their investments. Any such 

increase in taxes could reduce the investment returns that might otherwise be available to 

the investors. 

 

In addition, foreign investment and mergers and acquisitions laws in PRC are also 

constantly changing and such changes (which may take retrospective effect) could 

adversely affect the ability of Advisory Clients to exploit investment opportunities and/or 

the investments already made by Advisory Clients when the changes come into effect. 

 

Interpreting the Laws and Regulations of the PRC involves uncertainty. Certain 

aspects of the investment activity conducted on behalf of Advisory Clients may be 

governed by PRC laws and regulations. The PRC legal system is based on written statutes, 

and prior court decisions can only be used as a reference. However, because these laws 

and regulations have not been fully developed, and because of the limited volume of 

published cases and the non-binding nature of prior court decisions, the interpretation of 

PRC laws and regulations will involve a degree of uncertainty. In addition, any litigation 

in the PRC may be protracted and result in substantial costs and the diversion of resources 

and management attention. All these uncertainties may cause difficulties in the 

enforcement of statutory and contractual rights and interests. It cannot be predicted 
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whether changes in the laws, regulations, and policies of the PRC will have any adverse 

effect on Advisory Clients’ or FountainCap’s financial condition. 

 

Certain of Advisory Clients’ transactions may be undertaken through local brokers, 

banks or other organizations in Asia. Advisory Clients will be subject to the risk of 

default, insolvency, or fraud of such organizations. There can be no assurance that any 

money advanced to such organizations will be repaid or that Advisory Clients will have 

any recourse in the event of default. The collection, transfer and deposit of bearer 

securities and cash may expose Advisory Clients to a variety of risks including theft, loss 

and destruction. Advisory Clients will also depend on the general soundness of the 

banking systems throughout Asia which, in some cases, remain relatively under-

developed or unstable compared to developed markets such as the U.S. and the United 

Kingdom. 

 

The Renminbi is not currently a freely convertible currency, and conversion and 

remittance of foreign currencies are subject to PRC foreign exchange regulations. 

Further, there are certain restrictions and controls on repatriation of investment income 

and capital. Advisory Clients could be adversely affected by delays in, or a refusal to 

grant, any required governmental approval for repatriation of capital, as well as by the 

application to Advisory Clients of any restrictions on investments. Investing in entities 

either in, or which have a substantial portion of their operations in, the PRC may require 

Advisory Clients to adopt special procedures, seek local government approvals or take 

other actions, each of which may involve additional costs to Advisory Clients. 

 

Strategy Risks 

 

Advisory Clients are subject to the “risk of ruin” — unanticipated severe losses — 

to a materially greater degree than more diversified portfolios because the portfolios 

will have a great degree of exposure to Greater China companies. These companies 

are subject to extrinsic forces — e.g., government intervention, changes in operational 

mechanisms of the capital markets in which their securities are listed, and exchange-rate 

movements — to a materially greater degree than certain other equity markets. 

 

Advisory Client portfolios are subject to risks in connection with investments in 

equities. Advisory Clients will concentrate their portfolios by investing directly and 

indirectly in the common equities of Greater China companies. Numerous inter-related 

and difficult-to-quantify economic factors, as well as market sentiment, subjective and 

extraneous political, climate-related and other factors, influence the cost of equities and 

may dominate over idiosyncratic factors specific to the particular issuer in question; there 

can be no assurance that FountainCap will be able to predict the future price levels of the 

equities in which Advisory Clients invest correctly or that FountainCap’s active 

management of Advisory Clients’ portfolios will not cause it to underperform rather than 

outperform. 

 

FountainCap will seldom be able to confirm information and data provided by 

issuers in which investments are made. FountainCap may select investments for 

Advisory Clients based on information and data filed by the issuers of such equities with 

various government regulators or made directly available to FountainCap by the issuers 

of securities or through sources other than the issuers. Although FountainCap will 

evaluate all such information and data and seek independent corroboration when 
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FountainCap considers it appropriate and when it is reasonably available, FountainCap 

will not be in a position to confirm the completeness, authenticity or accuracy of such 

information and data and, in some cases, complete and accurate information will not be 

readily available. 

 

Advisory Clients invest primarily in equities; there is a risk of the lack of 

diversification in relation to the types of investment products. This concentration on 

equities will cause Advisory Clients to be less diversified and presumably more 

vulnerable to the risk of major losses than if they had a more diversified strategy in terms 

of the types of securities that they acquire. 

 

The strategy is long only, without meaningful hedging of Advisory Clients’ exposure 

to alleviate equity declines. FountainCap generally will not attempt to hedge Advisory 

Clients’ outright exposure to equity price levels. Not only are there few instruments 

available with which this exposure can be efficiently hedged, but also the cost as well as 

the concept of hedging is inconsistent with the objective of Advisory Clients (particularly 

given the unleveraged nature of Advisory Clients’ strategy). The strategy provides 

investors with outright “long” directional exposure to equities it acquires. Generally 

speaking, if these equities decline in value, so will Advisory Clients’ investments. 

 

Changes in exchange rates could have a significant impact on the Net Asset Values 

that FountainCap reports. The strategy’s functional currency will generally be the U.S. 

dollar because FountainCap expects that a majority of investments will be made in U.S. 

dollar-denominated or U.S. dollar-pegged (e.g., Hong Kong dollars) instruments. Under 

current regulations governing the Shanghai and Shenzhen Stock Connect, FountainCap 

may be permitted to invest directly in Renminbi denominated equities. The Shanghai and 

Shenzhen Stock Connect requires capital invested in the PRC domestic A-share market 

(and any gain from the investment) to be returned to Hong Kong and not reinvested in the 

PRC, which means that Advisory Clients will be exposed to exchange rate risks going 

into the PRC markets and back out to the Hong Kong market. When valuing investments 

that are denominated in Renminbi, as well as currencies other than the U.S. dollar, 

FountainCap will be required to convert the values of these investments into U.S. dollars 

based on prevailing exchange rates as of the end of the applicable accounting period. 

Changes in exchange rates between the U.S. dollar and other currencies accordingly could 

have a significant impact on the Net Asset Values that FountainCap reports. The 

performance of the shares will be reported, fees will be calculated, and all subscriptions 

and redemptions will be transacted in each class’s functional currency. Currency hedging 

loss or gain will be included in calculating the amount of any management fee due with 

respect to a given class. 

 

As Advisory Clients will not use direct leverage, they will not be able to generate 

increases in Net Asset Value greater than the equities they hold. Although they may 

incur indirect or notional leverage due to their investment activities, Advisory Clients will 

not use leverage in their trading, which means that market exposure will not exceed, and 

will generally be less than, Net Asset Value. While using leverage increases market 

exposure and risk, it also increases profit potential. As Advisory Clients will not use direct 

leverage, they will not be able to generate increases in Net Asset Value greater than the 

equities they hold. Further, Advisory Clients’ ability to recover from a major redemption 

will be limited, as Advisory Clients will not be able to use leverage following a 

redemption to restore their market exposure to a level comparable to their market exposure 

when the Redemption occurred. 
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FountainCap’s risk reduction techniques may not always work and may not always 

be available for use. FountainCap may use various risk reduction strategies designed to 

minimize the risk of its trading positions. Substantial risk remains, nonetheless, that such 

strategies will not always be possible to implement and, when possible, will not always 

be effective in limiting losses. If FountainCap’s portfolio management team analyzes 

market conditions incorrectly or employs a risk reduction strategy that does not correlate 

well with Advisory Clients’ investments, such risk reduction techniques could result in a 

loss, regardless of whether the intent was to reduce risk or increase return. These risk 

reduction techniques may also increase the volatility of Advisory Clients and/or result in 

a loss if the counterparty to the transaction does not perform as promised. 

 

The strategy is exposed to model risk, which is the risk that FountainCap’s financial 

models may be applied inappropriately or otherwise implemented incorrectly. 

FountainCap will develop company valuation models in selecting the equities in which 

Advisory Clients will invest. These models generally seek to forecast the value and 

growth of targeted companies based upon a limited number of factors and inputs. The 

forecasts generated by these models may differ substantially from actual realizations, 

resulting in major losses. There can be no assurance that FountainCap will be successful 

in developing and maintaining effective financial models. There are a range of ways in 

which FountainCap’s financial models can go wrong. For example, FountainCap’s model 

may simply be inapplicable. In addition, FountainCap may not have taken into account 

all the factors that affect valuation or may have made incorrect assumptions about 

relationships between factors. The models used by FountainCap may depend upon inputs 

from various sources, and if these inputs are not accurate, unexpected losses may be 

incurred. FountainCap anticipates the continued modification, enhancement, and 

development of models. Each new generation of models (including incremental 

improvements to current models) exposes Advisory Clients to the possibility of 

unforeseen losses from a variety of factors, including conceptual and/or implementation 

failures in the design and/or application of such models. 

 

Some of the Advisory Clients’ positions may unexpectedly become illiquid, making 

it infeasible to close out positions against which the market is moving to limit losses 

or to recognize profits on profitable positions. The market for equities Advisory Clients 

invests in may exhibit periods of illiquidity that would be unlikely to occur on U.S. or 

European stock exchanges. Government intervention could very quickly eliminate the 

liquidity in most if not all of the positions held by Advisory Clients. 

 

The prices of the equities held by Advisory Clients may be sensitive to interest-rate 

fluctuations. The operations of Greater China and other Asian companies are sensitive to 

interest-rate changes. To the extent these issuers rely on financing for working capital 

needs, their profitability will be materially impacted by changes in interest rates, and these 

changes can materially affect consumer demand for many products made by these issuers. 

The exchange rate between the U.S. dollar, Renminbi and other Asian currencies will be 

materially influenced by the interest-rate differential between the United States and 

relevant countries. FountainCap does not purport to have any expertise predicting future 

interest rate movements, particularly as interest rates can be materially influenced by 

government intervention reflecting changing political as well as macro-economic factors. 

With respect to the impending LIBOR cessation, FountainCap expects the impact on its 

business and investments to be negligible. 
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Investments in Initial Public Offerings and Secondary Offerings involve more 

uncertainties than seasoned offerings. Advisory Clients may invest in securities offered 

in initial public offerings (“IPOs”). It is difficult to predict what such securities will do 

on the issuer’s initial day of trading and in the near future since there is often little 

historical data with which to analyze the issuer. In addition, most IPOs are of issuers 

undertaking a transitory growth period, and they are therefore subject to additional 

uncertainty regarding their future value. In addition, there will usually be a delay between 

the offer date of an IPO and the allocation date. During this period Advisory Clients will 

not know the amount of IPO securities they will acquire and as a result will not know how 

much to hedge for this period. 

 

In addition to investing in IPOs, Advisory Clients may invest in securities offered in 

secondary offerings and block trades. When IPOs and secondary offerings are “hot,” 

appealing to many investors, the demand will far exceed the supply. This may result in 

Advisory Clients receiving fewer securities than they subscribed for. The excess demand 

can generally only be satisfied once trading in the IPO securities begins or a liquid 

secondary market develops. 

 

Cybersecurity  

 

FountainCap and its Advisory Clients generally rely on information technology systems 

for current and planned operations. Information technology systems of FountainCap may 

be vulnerable to damage and interruption from computer viruses, network failures, 

computer and telecommunication failures, infiltration by unauthorized persons and 

security breaches, usage errors by their respective professionals, power outages and 

catastrophic events such as fires, tornadoes, floods, hurricanes and earthquakes. If any 

systems designed to manage such risks are compromised, become inoperable for extended 

periods of time or cease to function properly, FountainCap or Advisory Clients may have 

to make a significant investment to fix or replace them. Any disruption in any of these 

systems or the failure of any of these systems to operate as expected could, depending on 

the magnitude of the problem, adversely affect an Advisory Client’s investment results 

and its ability to make distributions to its partners. The failure of these systems and/or of 

disaster recovery plans for any reason could cause significant interruptions in 

FountainCap’s and/or Advisory Clients’ operations and result in a failure to maintain the 

security, confidentiality or privacy of sensitive data, including personal information 

relating to investors (and the beneficial owners of investors). Such a failure could harm 

FountainCap or Advisory Clients’ reputation, subject them to legal claims and otherwise 

affect their business and financial performance. 

 

Force Majeure   

 

Portfolio investments may be affected by force majeure events (i.e., events beyond  the 

control of the party claiming that the event has occurred, including, without limitation, 

acts of God, fire, flood, earthquakes, outbreaks of an infectious disease, pandemic or any 

other serious public health concern (such as the COVID-19 pandemic), war, terrorism, 

labor strikes, major plant breakdowns, pipeline or electricity line ruptures, failure of 

technology, defective design and construction, accidents, demographic changes, 

government macroeconomic policies, social instability, etc). Some force majeure events 
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may adversely affect the ability of a party (including a counterparty to an Advisory Client) 

to perform its obligations until it is able to remedy the force majeure event. These risks 

could, among other effects, adversely impact asset prices, valuations and cash flows, 

cause personal injury or loss of life, damage property, or instigate disruptions of service. 

Force majeure events that are incapable of or are too costly to cure may have a permanent 

adverse effect on FountainCap or an Advisory Client. Certain force majeure events (such 

as war or an outbreak of an infectious disease) could have a broader negative impact on 

the world economy and international business activity generally, or in any of the countries 

in which client funds would invest. Additionally, a major governmental intervention into 

industry, including the nationalization of an industry or the assertion of control over 

certain assets, could result in a loss to Advisory Clients, including if the investment in 

such assets is canceled, unwound or appropriated (which could be without adequate 

compensation). 

Item  

8.C 

If you recommend primarily a particular type of security, explain the material 

risks involved. If the type of security involves significant or unusual risks, discuss 

these risks in detail. 

 

See response to Item 8.B 
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Item 9 – Disciplinary Information 
 

If there are legal or disciplinary events that are material to a client’s or prospective client’s 

evaluation of your advisory business or the integrity of your management, disclose all material 

facts regarding those events. 
 

Items 9.A, 9.B, and 9.C list specific legal and disciplinary events presumed to be material for 

this Item. If your advisory firm or a management person has been involved in one of these 

events, you must disclose it under this Item for ten years following the date of the event, unless 

(1) the event was resolved in your or the management person’s favor, or was reversed, 

suspended or vacated, or (2) you have rebutted the presumption of materiality to determine 

that the event is not material (see Note below). For purposes of calculating this ten-year period, 

the “date” of an event is the date that the final order, judgment, or decree was entered, or the 

date that any rights of appeal from preliminary orders, judgments or decrees lapsed. 
 

Items 9.A, 9.B, and 9.C do not contain an exclusive list of material disciplinary events. If your 

advisory firm or a management person has been involved in a legal or disciplinary event that is 

not listed in Items 9.A, 9.B, or 9.C, but nonetheless is material to a client's or prospective 

client's evaluation of your advisory business or the integrity of its management, you must 

disclose the event. Similarly, even if more than ten years have passed since the date of the 

event, you must disclose the event if it is so serious that it remains material to a client’s or 

prospective client’s evaluation. 
 

Item 

9.A 
A criminal or civil action in a domestic, foreign or military court of competent 

jurisdiction in which your firm or a management person 

1. was convicted of, or pled guilty or nolo contendere (“no contest”) to (a) any 

felony; (b) a misdemeanor that involved investments or an investment-related 

business, fraud, false statements or omissions, wrongful taking of property, 

bribery, perjury, forgery, counterfeiting, or extortion; or (c) a conspiracy to 

commit any of these offenses; 

2. is the named subject of a pending criminal proceeding that involves an 

investment-related business, fraud, false statements or omissions, wrongful 

taking of property, bribery, perjury, forgery, counterfeiting, extortion, or a 

conspiracy to commit any of these offenses; 

3. was found to have been involved in a violation of an investment-related statute 

or regulation; or 

4. was the subject of any order, judgment, or decree permanently or temporarily 

enjoining, or otherwise limiting, your firm or a management person from 

engaging in any investment-related activity, or from violating any investment- 

related statute, rule, or order. 

Not applicable. 
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Item 

9.B 
An administrative proceeding before the SEC, any other federal regulatory 

agency, any state regulatory agency, or any foreign financial regulatory authority 

in which your firm or a management person 

1. was found to have caused an investment-related business to lose its 

authorization to do business; or 

2. was found to have been involved in a violation of an investment-related statute 

or regulation and was the subject of an order by the agency or authority 

(a) denying, suspending, or revoking the authorization of your firm or a 

management person to act in an investment-related business; 

(b) barring or suspending your firm’s or a management person's association 

with an investment-related business; 

(c) otherwise significantly limiting your firm’s or a management person's 

investment-related activities; or 

(d) imposing a civil money penalty of more than $2,500 on your firm or a 

management person. 

Not applicable. 

Item 

9.C 
A self-regulatory organization (SRO) proceeding in which your firm or a 

management person 

1. was found to have caused an investment-related business to lose its 

authorization to do business; or 

2. was found to have been involved in a violation of the SRO’s rules and 

was: (i) barred or suspended from membership or from association with 

other members, or was expelled from membership; (ii) otherwise 

significantly limited from investment-related activities; or (iii) fined 

more than $2,500. 

Note: You may, under certain circumstances, rebut the presumption that a 

disciplinary event is material. If an event is immaterial, you are not required to 

disclose it. When you review a legal or disciplinary event involving your firm or a 

management person to determine whether it is appropriate to rebut the 

presumption of materiality, you should consider all of the following factors: (1) 

the proximity of the person involved in the disciplinary event to the advisory 

function; (2) the nature of the infraction that led to the disciplinary event; (3) the 

severity of the disciplinary sanction; and (4) the time elapsed since the date of the 

disciplinary event. If you conclude that the materiality presumption has been 

overcome, you must prepare and maintain a file memorandum of your 

determination in your records. See SEC rule 204-2(a)(14)(iii). 

Not applicable. 
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Item 10 – Other Financial Industry Activities and Affiliations 
 

Item 

10.A 
If you or any of your management persons are registered, or have an application pending 

to register, as a broker-dealer or a registered representative of a broker- dealer, disclose 

this fact. 

Not applicable. 

Item 

10.B 
If you or any of your management persons are registered, or have an application pending 

to register, as a futures commission merchant, commodity pool operator, a commodity 

trading advisor, or an associated person of the foregoing entities, disclose this fact. 

Not applicable. 

Item 

10.C 
Describe any relationship or arrangement that is material to your advisory business or to 

your clients that you or any of your management persons have with any related person listed 

below. Identify the related person and if the relationship or arrangement creates a material 

conflict of interest with clients, describe the nature of the conflict and how you address it. 

1. broker-dealer, municipal securities dealer, or government securities dealer or broker 

2. investment company or other pooled investment vehicle (including a mutual fund, 

closed-end investment company, unit investment trust, private investment company 

or “hedge fund,” and offshore fund) 

3. other investment adviser or financial planner 

4. futures commission merchant, commodity pool operator, or commodity trading 

advisor 

5. banking or thrift institution 

6. accountant or accounting firm 

7. lawyer or law firm 

8. insurance company or agency 

9. pension consultant 

10. real estate broker or dealer 

11. sponsor or syndicator of limited partnerships 

Mr. Xiaofang Ding is the Founder, Director and Chief Investment Officer of FountainCap and 

also serves as Director of the FountainCap Funds. He also serves as Director to FountainCap 

Research & Investment Co., Ltd, which owns FountainCap directly.  

Certain of FountainCap’s employees may invest directly in the FountainCap Funds. 

FountainCap has adopted a Compliance Manual and Code of Ethics concerning trading by 

personnel of FountainCap that is designed to detect and prevent potential conflicts of interest 

between FountainCap and the Advisory Clients/Fund Investors. FountainCap status as a 

fiduciary requires the interests of Advisory Clients and investors to be placed above their own 

interests. Please refer to Item 11 below for additional information regarding FountainCap’s Code 

of Ethics. 
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Item 

10.D 
If you recommend or select other investment advisers for your clients and you receive 

compensation directly or indirectly from those advisers that creates a material conflict of 

interest, or if you have other business relationships with those advisers that create a 

material conflict of interest, describe these practices and discuss the material conflicts of 

interest these practices create and how you address them. 

Not applicable. 
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Item 11 – Code of Ethics, Participation or Interest in Client Transactions and Personal 

Trading 
 

Item 

11.A 
If you are an SEC-registered adviser, briefly describe your code of ethics adopted 

pursuant to SEC rule 204A-1 or similar state rules. Explain that you will provide 

a copy of your code of ethics to any client or prospective client upon request. 

FountainCap has adopted a Code of Ethics (the “Code”) designed to meet the 

requirements of Rule 204A-1 of the Investment Advisers Act of 1940 (the “Advisers 

Act”). The Code, together with FountainCap’s Compliance Manual and other policies 

and procedures, sets forth a standard of business conduct that takes into account 

FountainCap’s status as a fiduciary and requires Access Persons to place the interests 

of Advisory Clients and investors above their own interests. Each employee of 

FountainCap is deemed to be an Access Person. 

 

The Code requires Access Persons to comply with applicable federal securities laws. 

Further, Access Persons are required to bring violations of the Code to the attention of 

FountainCap’s Chief Compliance Officer promptly. All Access Persons are provided 

with a copy of the Code and are required to acknowledge receipt of the Code on at least 

an annual basis. 

 

As further discussed in Item 11.C below, the Code also sets forth certain reporting, 

notification and pre-clearance requirements with respect to personal trading by Access 

Persons. Access Persons must pre-clear transactions in covered securities, including 

those involving initial public offerings or limited offerings. Access Persons must also 

provide the Chief Compliance Officer with a list of their personal accounts and an initial 

holdings report within 10 days of becoming an Access Person. In addition, Access 

Persons at a minimum must provide semi-annual holdings reports and quarterly 

transaction reports. 

 

In summary, the Code is designed to (i) prevent improper personal trading by 

FountainCap’s Access Persons; (ii) prevent improper use of material, non-public 

information about securities recommendations made by FountainCap or securities 

holdings of FountainCap’s Advisory Clients; (iii) identify conflicts of interest; and (iv) 

provide a means to resolve any actual or potential conflict in favor of Advisory Clients. 

 

Further, FountainCap’s Code of Ethics ensures the protection of nonpublic information 

about the activities of Advisory Clients. Advisory Clients and prospective 

clients/investors may obtain a copy of FountainCap’s Code of Ethics by contacting the 

Chief Compliance Officer at +852 2170 3383 or compliance@fountaincapri.com. 

mailto:compliance@fountaincapri.com.
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Item 

11.B 
If you or a related person recommends to clients, or buys or sells for client accounts, 

securities in which you or a related person has a material financial interest, 

describe your practice and discuss the conflicts of interest it presents. Describe 

generally how you address conflicts that arise. 

 

Examples: (1) You or a related person, as principal, buys securities from (or sells 

securities to) your clients; (2) you or a related person acts as general partner in a 

partnership in which you solicit client investments; or (3) you or a related person 

acts as an investment adviser to an investment company that you recommend to 

clients. 

 
As described above, FountainCap serves as the investment manager of the FountainCap 

Funds and its related person, Mr. Ding, serves on the Board of Directors of the 

FountainCap Funds. FountainCap, and Mr. Ding, as a member of the Board of 

Directors, may offer interests/shares in the FountainCap Funds to prospective investors. 

 

Additionally, Mr. Ding and certain FountainCap employees invest in the Fund and 

FountainCap invests in one of the UCITS Funds with a view of aligning its interest with 

the investors; such investments may not be subject to the management or performance-

based fees described in Item 5 above. 

 

The fact that FountainCap, Mr. Ding and other FountainCap employees have  financial 

ownership interests in the above funds creates a potential conflict in that it could cause 

FountainCap to make different investment decisions than if they did not have such 

financial ownership interests. Such potential conflicts are addressed by the relevant 

requirements in the Code such as personal securities transaction pre-clearance and 

periodic holdings reporting etc., as described in Item 11.A and 11.C. 

 

The Code requires Access Persons to place the interests of Advisory Clients and 

investors over their own or those of FountainCap, and all Access Persons are required 

to acknowledge their receipt and understanding of the Code. 
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Item 

11.C 
If you or a related person invests in the same securities (or related securities, e.g., 

warrants, options or futures) that you or a related person recommends to clients, 

describe your practice and discuss the conflicts of interest this presents and 

generally how you address the conflicts that arise in connection with personal 

trading. 

 

FountainCap employees and related persons may purchase or sell securities that 

FountainCap may also purchase and/or sell on behalf of some or all of its Advisory 

Clients. This ability to invest in the same securities presents a potential conflict of 

interest, as it could create an incentive to such individuals to make improper use of the 

information they have about FountainCap’s trading strategies to profit themselves 

personally rather than serving primarily as a fiduciary to FountainCap’s Advisory 

Clients. To manage this conflict of interest, FountainCap employees are not allowed to 

make a personal transaction in a security at or about the same time when a transaction(s) 

in the same security is being implemented for an Advisory Client.  

 

FountainCap employees are required to conduct their personal investment activities in 

a manner consistent with their fiduciary duties to the clients, including by avoiding any 

actual, potential or apparent conflict of interest or any abuse of their position of trust. 

FountainCap manages the conflicts of interest inherent in employees’ personal trading 

by enforcement of its Code of Ethics, which contains guidelines for Access Persons on 

pre-clearance, minimum holding period and initial, quarterly and semi-annual reporting 

requirements. Specifically, the Code requires Access Persons to disclose and provide 

statements for all brokerage accounts in which they have beneficial ownership and pre-

clear personal transactions in covered securities. The Chief Compliance Officer may 

only approve a transaction if she concludes that the transaction complies with the 

requirements in the Code and will not breach any fiduciary duty to the Advisory Clients. 

FountainCap also maintains a “Restricted Securities” list, which includes any securities 

about which any Access Person has material, non-public information. Any security 

appearing on the Restricted Securities list will not be approved for personal trading. 

 

The Chief Compliance Officer and/or her designee reviews each Access Person’s 

personal transaction reports to make sure each Access Person is conducting his or her 

personal securities transactions in a manner that is consistent with the Code. 

 

 

 

 

 

 

Item 

11.D 
If you or a related person recommends securities to clients, or buys or sells 

securities for client accounts, at or about the same time that you or a related person 

buys or sells the same securities for your own (or the related person's own) account, 

describe your practice and discuss the conflicts of interest it presents. Describe 

generally how you address conflicts that arise. 

 

Note: The description required by Item 11.A may include information responsive 

to Item 11.B, C or D. If so, it is not necessary to make repeated disclosures of the 

same information. You do not have to provide disclosure in response to Item 11.B, 

11.C, or 11.D with respect to securities that are not “reportable securities” under 

SEC rule 204A-1(e)(10) and similar state rules. 

 

Please refer to Items 11.A, 11.B, and 11.C. 
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Item 12 – Brokerage Practices 
 

Item 

12.A.1 
Describe the factors that you consider in selecting or recommending broker- 

dealers for client transactions and determining the reasonableness of their 

compensation (e.g., commissions). 

1. Research and Other Soft Dollar Benefits. If you receive research or other 

products or services other than execution from a broker-dealer or a third 

party in connection with client securities transactions (“soft dollar benefits”), 

disclose your practices and discuss the conflicts of interest they create. 

Note: Your disclosure and discussion must include all soft dollar benefits you 

receive, including, in the case of research, both proprietary research (created 

or developed by the broker-dealer) and research created or developed by a 

third party. 

a. Explain that when you use client brokerage commissions (or markups or 

markdowns) to obtain research or other products or services, you receive 

a benefit because you do not have to produce or pay for the research, 

products or services. 

b. Disclose that you may have an incentive to select or recommend a broker- 

dealer based on your interest in receiving the research or other products 

or services, rather than on your clients’ interest in receiving most 

favorable execution. 

c. If you may cause clients to pay commissions (or markups or markdowns) 

higher than those charged by other broker-dealers in return for soft 

dollar benefits (known as paying-up), disclose this fact. 

d. Disclose whether you use soft dollar benefits to service all of your clients’ 

accounts or only those that paid for the benefits. Disclose whether you 

seek to allocate soft dollar benefits to client accounts proportionately to 

the soft dollar credits the accounts generate. 

e. Describe the types of products and services you or any of your related 

persons acquired with client brokerage commissions (or markups or 

markdowns) within your last fiscal year. 

Note: This description must be specific enough for your clients to 

understand the types of products or services that you are acquiring and 

to permit them to evaluate possible conflicts of interest. Your description 

must be more detailed for products or services that do not qualify for the 

safe harbor in section 28(e) of the Securities Exchange Act of 1934, such 

as those services that do not aid in investment decision-making or trade 

execution. Merely disclosing that you obtain various research reports and 

products is not specific enough. 

f. Explain the procedures you used during your last fiscal year to direct 

client transactions to a particular broker-dealer in return for soft dollar 

benefits you received. 

 

It is FountainCap’s policy to seek best execution on the best terms available with 

respect to each transaction, having considered the overall quality of brokerage and 
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research services provided to it or its clients. In selecting broker-dealers, and in 

negotiating commissions, FountainCap considers a variety of factors, including (not 

limited to) best price and execution, the full range of brokerage services provided by 

the broker, clearance and settlement, as well as its capital strength and stability. 

 

In determining the abilities of a broker or dealer to obtain best execution for portfolio 

transactions, FountainCap will consider all relevant factors, including (not limited to) 

the execution capabilities required by the transactions; price and commission, trading 

expertise, maintaining confidentiality, accuracy and quality of information, minimizing 

market impact, responsiveness, following specific instructions, incorporating market 

conditions, accessing liquidity, handling large, difficult or limited orders, frequency of 

errors, post-trading information and reporting, and other matters relevant to the 

selection of a broker or dealer for portfolio transactions for any account. FountainCap 

will not adhere to any rigid formula in selecting the broker or dealer for portfolio 

transactions, but will weigh a combination of factors, including the ones mentioned. 

 

FountainCap has no duty or obligation to seek in advance competitive bidding for the 

most favorable commission rate applicable to any particular portfolio transaction or to 

select any broker on the basis of its purported or “posted” commission rate, but will 

endeavor to be aware of the current level of the charges of eligible brokers and to 

minimize the expense incurred for effecting transactions to the extent consistent with 

the interests and policies of the clients. Although FountainCap will generally seek 

competitive commission rates, it will not necessarily pay the lowest commission or 

commission equivalent. Transactions may involve specialized services on the part of 

the broker or dealer involved and thereby entail higher commissions or their equivalents 

than would be the case with other transactions requiring more routine services. 

FountainCap will generally not consider sales of Interests as a factor in selecting 

brokers to execute portfolio transactions. FountainCap may, however, place portfolio 

transactions with brokers that promote or sell Interests so long as these transactions are 

done in accordance with the policies and procedures that are designed to ensure that the 

selection is based on the quality of the broker’s execution and not on the broker’s sales 

efforts. 

 

Under Section 28(e) of the U.S. Securities Exchange Act of 1934 and the applicable 

advisory agreement, FountainCap is authorized to pay a brokerage commission in 

excess of what another broker might have charged for effecting the same transaction, in 

recognition of the value of brokerage and/or research services provided by the broker. 

The research received by FountainCap may include, without limitation: information on 

Greater China, Asia, and other world economies; information on specific industries, 

groups of securities, individual companies, political and other relevant news 

developments affecting markets and specific securities; technical and quantitative 

information about markets; analysis of proxy proposals affecting specific companies. 

Research is received in the form of written reports, telephone contacts, personal 

meetings, research seminars, industry conferences and access to computer databases. 
The availability of these benefits may influence FountainCap to select one broker rather 

than another to perform services for its Advisory Clients. 

 

The research and investment information services described above represent the views 

of and information provided by the research staff of other securities firms. Although this 

information may be a useful supplement to FountainCap’s own investment information 
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in rendering services, the value of these research and information services is not 

expected to reduce materially the expenses of FountainCap in performing its services 

under the advisory agreement and will not reduce the management fees payable to 

FountainCap. FountainCap uses the above research and investment information 

obtained to service all relevant client accounts and does not seek to allocate such 

services to client accounts proportionately to the commissions the accounts generate. 

 

Under Article 13 of Regulation 5 (2) of the Statutory Instrument No. 375/2017 

European Union (Markets in Financial Instruments) Regulations 2017 (“MiFID II”) 
and the UK legislation and rules regulating markets in financial instruments, there is a 

requirement for European and the UK investment firms, such as certain of our Advisory 

Clients, to ‘unbundle’ commission charges and to separate research costs from trade 

execution costs to mitigate conflicts of interest and to demonstrate that they are not 

being induced to trade with any particular broker-dealer. FountainCap, as their 

delegated investment manager, therefore, is not allowed to enter into soft dollar 

arrangements with the brokers and dealers regarding any transactions related to the 

assets sub-delegated by these Advisory Clients. FountainCap, when effecting trades for 

these clients, will only select the brokers that have execution-only arrangements with 

us. In such cases, FountainCap may be unable to achieve most favorable execution for 

these clients and the clients, although generally receiving lower commission rates, may 

pay higher costs because FountainCap may not be able to aggregate orders, or the 

clients may receive less favorable prices. As FountainCap uses the research and 

investment information obtained from the soft dollar arrangements to service all of their 

client accounts, these EU and UK clients also receive the benefit of the soft dollars.  
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Item 

12.A.2 
Brokerage for Client Referrals. If you consider, in selecting or recommending 

broker-dealers, whether you or a related person receives client referrals from a 

broker-dealer or third party, disclose this practice and discuss the conflicts of 

interest it creates. 

a. Disclose that you may have an incentive to select or recommend a broker- 

dealer based on your interest in receiving client referrals, rather than on your 

clients’ interest in receiving most favorable execution. 

b. Explain the procedures you used during your last fiscal year to direct  client 

transactions to a particular broker-dealer in return for client referrals. 

Not applicable. 

Item 

12.A.3 
Directed Brokerage. 

a. If you routinely recommend, request or require that a client direct you to 

execute transactions through a specified broker-dealer, describe your practice 

or policy. Explain that not all advisers require their clients to direct brokerage. 

If you and the broker-dealer are affiliates or have another economic 

relationship that creates a material conflict of interest, describe the 

relationship and discuss the conflicts of interest it presents. Explain that by 

directing brokerage you may be unable to achieve most favorable execution 

of client transactions, and that this practice may cost clients more money. 

b. If you permit a client to direct brokerage, describe your practice. If applicable, 

explain that you may be unable to achieve most favorable execution of client 

transactions. Explain that directing brokerage may cost clients more money. 

For example, in a directed brokerage account, the client may pay higher 

brokerage commissions because you may not be able to aggregate orders to 

reduce transaction costs, or the client may receive less favorable prices. 

Note: If your clients only have directed brokerage arrangements subject to 

most favorable execution of client transactions, you do not need to respond to 

the last sentence of Item 12.A.3.a. or to the second or third sentences of Item 

12.A.3.b. 

FountainCap generally has the discretionary authority to determine and direct execution 

of portfolio transactions within the client’s specified investment objectives without 

prior consultation with the client on a transaction-by-transaction basis. FountainCap 

does not generally recommend, request or require that a client direct it to execute 

transactions through a specified broker-dealer. FountainCap, however, recommended 

unaffiliated broker(s) to certain Advisory Clients pursuant to such clients’ requests and 

has agreements with these clients that permit the clients to change broker(s) in their 

discretion after consulting FountainCap. In such cases, FountainCap may be unable to 

achieve most favorable execution for the clients and the clients may pay higher 

brokerage costs because FountainCap may not be able to aggregate orders, or the 

clients may receive less favorable prices. 
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Item 

12.B 
Discuss whether and under what conditions you aggregate the purchase or sale of 

securities for various client accounts. If you do not aggregate orders when you have 

the opportunity to do so, explain your practice and describe the costs to clients of 

not aggregating. 

 

 

FountainCap has the fiduciary duty to execute orders for its clients fairly and equitably. 

FountainCap follows written procedures pursuant to which it may, for clients who 

permit it, and to the extent consistent with best execution, combine purchase or sale 

orders for the same security for multiple clients so that they can be executed at the same 

time. However, FountainCap is not required to aggregate orders if (1) portfolio 

management decisions for different accounts are made at separate times; or (2) 

FountainCap determines that order aggregation is not permissible by applicable laws, 

regulations, rules or guidance, or is not practicable. FountainCap may be able to 

negotiate a better price and lower commission rate on aggregated trades than on trades 

for accounts that are not aggregated. Where transactions for a client’s account are not 

aggregated with other orders, it may not benefit from the better price and lower 

commission rate. 
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Item 13 – Review of Accounts 
 

Item 

13.A 
Indicate whether you periodically review client accounts or financial plans. If you 

do, describe the frequency and nature of the review, and the titles of the supervised 

persons who conduct the review. 

Portfolios of the Advisory Clients are under regular review by the portfolio 

management team. A comprehensive portfolio review is held at least weekly. Such 

reviews include a review of existing investments, potential investments, the suitability 

of the investments used to meet policy objectives, cash availability, investment 

guidelines/restrictions and investment objectives. The Portfolio Manager assesses, 

among other things, the risks and valuation of individual holdings. 

Item 

13.B 
If you review client accounts on other than a periodic basis, describe the factors 

that trigger a review. 

FountainCap also performs reviews of Advisory Clients’ accounts as needed, based on, 

among other things, changes in market conditions, security positions and capital 

inflow/outflow or in response to a request by a client or new information from a client 

with respect to changes in its investment program.  

Item 

13.C 
Describe the content and indicate the frequency of regular reports you provide to 

clients regarding their accounts. State whether these reports are written. 

Fund Investors receive transaction statements each time a transaction occurs. In 

addition, Fund Investors receive annual audited financial statements of the Fund within 

120 days after the end of the relevant fiscal year and monthly statements of the 

unaudited Net Asset Value of the Fund Investor’s shares. 

Certain non-Fund Advisory Clients receive periodic performance reports provided by 

FountainCap as required by the applicable investment management agreement and/or 

sub-advisory agreement. Clients should carefully review reports sent directly from their 

Custodian and compare them to those received from FountainCap.  
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Item 14 – Client Referrals and Other Compensation 
 

Item 

14.A 
If someone who is not a client provides an economic benefit to you for providing 

investment advice or other advisory services to your clients, generally describe the 

arrangement, explain the conflicts of interest, and describe how you address the 

conflicts of interest. For purposes of this Item, economic benefits include any sales 

awards or other prizes. 

Not applicable. 

Item 

14.B 
If you or a related person directly or indirectly compensates any person who is not 

your supervised person for client referrals, describe the arrangement and the 

compensation. 

 

Note: If you compensate any person for client referrals, you should consider 

whether SEC rule 206(4)-1 or similar state rules regarding solicitation 

arrangements and/or state rules requiring registration of investment adviser 

representatives apply. 

 

FountainCap reserves the right to from time to time enter into referral agreements with 

unaffiliated broker-dealers, investment advisers or solicitors (together “Solicitors”) 

regarding the solicitation and referral of Advisory Clients for compensation. To the 

extent a client referred by a Solicitor becomes an Advisory Client of FountainCap, 

FountainCap will compensate such Solicitor for such referral in accordance with Rule 

206 (4)-1 of the Advisers Act, as applicable. The compensation paid to any such 

Solicitor, if any, will typically consist of payments stated as a percentage of 

management fees payable by the Advisory Clients to FountainCap.  



 

 

 

 

 

 

36  

Item 15 – Custody 
 

If you have custody of client funds or securities and a qualified custodian sends quarterly, or 

more frequent, account statements directly to your clients, explain that clients will receive 

account statements from the broker-dealer, bank or other qualified custodian and that clients 

should carefully review those statements. If your clients also receive account statements from 

you, your explanation must include a statement urging clients to compare the account 

statements they receive from the qualified custodian with those they receive from you. 

 

FountainCap and its related persons are deemed to have custody of the FountainCap Funds’ assets 

pursuant to Advisers Act Rule 206(4)-2. 

 
FountainCap provides Fund Investors with audited financial statements within 120 days of the end 
of the Fund’s fiscal year (i.e., generally by April 30). Fund Investors should carefully review such 
statements. 

 

The FountainCap Funds’ assets and securities are generally maintained with a qualified custodian. 

FountainCap may rely on an exception from the qualified custodian requirement with respect to 

certain privately offered securities. 

 

The qualified custodian for the FountainCap Funds is State Street Bank and Trust Company, One 

Lincoln Street, Boston, Massachusetts 02111.  

 

FountainCap does not have custody of any other Advisory Clients’ assets. 

 

Advisory Clients are advised to review their account statements and audited financial statements 

carefully and should compare the account statements received from a qualified custodian with those 

received from FountainCap. 
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Item 16 – Investment Discretion 
 

If you accept discretionary authority to manage securities accounts on behalf of clients, disclose 

this fact and describe any limitations clients may (or customarily do) place on this authority. 

Describe the procedures you follow before you assume this authority (e.g., execution of a power 

of attorney). 

 

FountainCap has discretionary authority to manage securities accounts on behalf of its Advisory 

Clients and is authorized to make purchase and sale decisions for Advisory Clients. As explained in 

Item 4.C above, individual investors in the FountainCap Funds do not have the ability to impose 

limitations on FountainCap’s discretionary authority. Prospective investors in the Fund are provided 

with a confidential offering memorandum prior to their investment and should review the offering 

memorandum carefully, along with all supplements and other relevant offering documents, and to be 

sure that the proposed investment is consistent with their investment goals and tolerance for risk. 

Prospective investors in the Fund must execute a subscription agreement, in which they make various 

representations, including representations regarding their suitability to invest in a high-risk 

investment pool. The subscription agreement constitutes a legal, valid and binding obligation of the 

Investor, enforceable in accordance with its terms. 

 

With respect to other Advisory Clients where FountainCap provides direct investment advisory 

services on a discretionary basis, FountainCap’s discretionary authority is specified in an investment 

management agreement (or equivalent), negotiated, executed and entered into by the client and 

FountainCap at the outset of an advisory relationship.  

 

In all cases, FountainCap’s discretion is to be exercised in a manner consistent with the stated 

investment program for the particular client account, which must be provided to FountainCap in 

writing. 
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Item 17 – Voting Client Securities 
 

Item 

17.A 
If you have, or will accept, authority to vote client securities, briefly describe your 

voting policies and procedures, including those adopted pursuant to SEC rule 206(4)-

6. Describe whether (and, if so, how) your clients can direct your vote in a particular 

solicitation. Describe how you address conflicts of interest between you and your 

clients with respect to voting their securities. Describe how clients may obtain 

information from you about how you voted their securities. Explain to clients that 

they may obtain a copy of your proxy voting policies and procedures upon request. 

 

FountainCap is subject to the applicable laws and regulations regarding proxy voting in its 

jurisdiction of business operation and understands and appreciates the importance of proxy 

voting. To the extent that FountainCap has discretion to vote proxies on behalf of the 

Advisory Clients, FountainCap will vote any such proxies in the best interests of the 

Advisory Clients and in accordance with the relevant compliance procedures. 

 
All proxies received on behalf of the Advisory Clients will be provided to the relevant 

Portfolio Manager and Analyst. Prior to voting any proxies, FountainCap will determine 

if there are any conflicts of interest related to the security in question. In the absence of a 

conflict of interest, FountainCap will generally vote “for” routine proposals, such as the 

election of directors, approval of auditors and amendments or revisions to corporate 

documents to eliminate outdated or unnecessary provisions. Unusual or disputed proposals 

will be reviewed and voted on a case-by-case basis. In any such unusual cases or if a conflict 

is arising, FountainCap will identify the conflicts and make a determination of the best 

course of action. In the event of a conflict of interest between FountainCap and the 

Advisory Clients, FountainCap may delegate the voting decision for such proxy proposal 

to an independent third party, or delegate the voting decision to an independent committee 

of partners, members, directors or other representatives of the Client, as applicable. 

 

FountainCap keeps records of its proxy voting policies and procedures, proxy statements 

received, votes cast, all communications received and internal documents created that were 

material to voting decisions (such as the proxy voting worksheet) and each client’s request 

for proxy voting information and FountainCap’s response. Advisory Clients may obtain 

information related to FountainCap’s proxy voting at the contact listed on the cover page 

of this Brochure. 

Item 

17.B 
If you do not have authority to vote client securities, disclose this fact. Explain 

whether clients will receive their proxies or other solicitations directly from their 

custodian or a transfer agent or from you, and discuss whether (and, if so, how) 

clients can contact you with questions about a particular solicitation. 

Not applicable. 
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Item 18 – Financial Information 
 

Item 

18.A 
If you require or solicit prepayment of more than $1,200 in fees per client, six 

months or more in advance, include a balance sheet for your most recent fiscal 

year. 

1. The balance sheet must be prepared in accordance with generally accepted 

accounting principles, audited by an independent public accountant, and 

accompanied by a note stating the principles used to prepare it, the basis of 

securities included, and any other explanations required for clarity. 

2. Show parenthetically the market or fair value of securities included at cost. 

3. Qualifications of the independent public accountant and any accompanying 

independent public accountant’s report must conform to Article 2 of SEC 

Regulation S-X. 

Note: If you are a sole proprietor, show investment advisory business assets 

and liabilities separate from other business and personal assets and liabilities. 

You may aggregate other business and personal assets unless advisory 

business liabilities exceed advisory business assets. 

Note: If you have not completed your first fiscal year, include a balance sheet 

dated not more than 90 days prior to the date of your brochure. 

Exception: You are not required to respond to Item 18.A of Part 2A if you 

also are: (i) a qualified custodian as defined in SEC rule 206(4)-2 or similar 

state rules; or (ii) an insurance company. 

Not applicable. 

Item 

18.B 
If you have discretionary authority or custody of client funds or securities, or you 

require or solicit prepayment of more than $1,200 in fees per client, six months or 

more in advance, disclose any financial condition that is reasonably likely to 

impair your ability to meet contractual commitments to clients. 

 

Note: With respect to Items 18.A and 18.B, if you are registered or are registering 

with one or more of the state securities authorities, the dollar amount reporting 

threshold for including the required balance sheet and for making the required 

financial condition disclosures is more than $500 in fees per client, six months or 

more in advance. 

FountainCap is not currently aware of any financial condition that is reasonably likely 

to impair its ability to meet contractual commitments to Advisory Clients. 

Item 

18.C 
If you have been the subject of a bankruptcy petition at any time during the past 

ten years, disclose this fact, the date the petition was first brought, and the current 

status. 

Not applicable. 

 

Item 19 – Requirements for State-Registered Advisers 

 

FountainCap is federally registered and is therefore not required to complete this Item 19. 


