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1.  Overview  

 

1.1 Background  

 

The Capital Requirements Directive (“CRD”) of the European Union establishes a regulatory capital framework 

across Europe governing the amount and nature of capital that credit institutions and investment firms must 

maintain, including requirements relating to the remuneration paid by such firms.  In the United Kingdom, the 

CRD has been implemented by the Financial Conduct Authority (“FCA”) through rules and guidance set out in 

the General Prudential Sourcebook (“GENPRU”), the Prudential Sourcebook for Banks, Building Societies and 

Investment Firms (“BIPRU”) and the Senior Management Systems and Controls Sourcebook (“SYSC”), each of 

which forms part of the FCA Handbook.  

 

The European framework under the CRD consists of three “Pillars”:  

 

• Pillar 1 sets out the minimum capital requirements firms will require in order to meet credit, market 

and operational risk;  

 

• Pillar 2 requires firms and supervisors to consider whether additional capital should be held to cover 

risks not covered in Pillar 1 requirements; and  

 

• Pillar 3 seeks to improve market discipline by requiring firms to disclose certain details of their risks, 

capital and risk management.  

 

The disclosures that follow apply solely to S W Mitchell LLP (“S W Mitchell”, “the Partnership”, “SWMC”) and 

not to the funds managed by the Partnership, which are exposed to different risks.  Unless otherwise defined, 

capitalised items used herein have the meanings given to them in BIPRU.  The disclosures reflect the 

arrangements and financials of the Partnership as at 31 March 2018 unless otherwise stated. 

 

1.2 Basis of Disclosure  

 

SWMC is a Limited Liability Partnership registered in England and Wales, with LLP number OC312953.  The 

Partnership’s registered office is Princes House, 38 Jermyn Street, London, SW1Y 6DN. 

 

It is a solo UK entity authorised and regulated by the FCA in the United Kingdom to conduct investment 

management business.  The Partnership is a BIPRU firm without retail clients and does not hold regulatory 

permissions to hold client money or client assets.  As at 31 March 2018, the Partnership had net assets of 

£865,000 and funds under management of £1.6 billion. 

 

Founded by Stuart Mitchell in 2005, SWMC is a specialist European equities investment manager based in the 

West End of London.  The client base of the Partnership comprises both Undertakings for the collective 

investment of transferable securities (“UCITS”) and Hedge funds.  SWMC’s overview strategy is to expand by 

organic growth whilst maintaining an excellent and consistent track record, and ensuring effective fund 

management is continued.  SWMC has grown its assets under management (“AUM”) to £1.6 billion as at 31 

March 2018 from £432 million at the inception of the Partnership in April 2005, and it is the intention to 

continue to grow the AUM statistic.   

In accordance with BIPRU Chapter 11, Pillar 3 disclosure must be made on an annual basis as a minimum, and 

more frequently when appropriate. SWMC has an accounting year end of 31 March, and these disclosures are 

made as at 31 March 2018.  

 

The information contained in this document has not been audited by the Partnership’s external auditors and 

does not constitute any form of financial statement and must not be relied upon in making any judgement on 

SWMC. 

 

 

 



1.3 Approval and Publication  

 

These Pillar 3 disclosures were approved by the Members of S W Mitchell LLP on 31 May 2018 and have been 

published on the firm’s website (www.swmitchellcapital.com).   The disclosures will also be available on 

request in writing at S W Mitchell Capital LLP, Princes House, 38 Jermyn Street, London SW1Y 6DN. 

 

2.  Risk Management Objectives and Policies  

 

2.1  Risk Appetite of the Partnership 

 

The key risks to the Partnership’s business are considered to be investment performance, adverse market 

conditions and loss of key staff.  

 

SWMC manages these risks through diversity of client and product range and by ensuring that the 

remuneration packages for key staff are both competitive and appropriate.  

 

At all times the business would look to mitigate any losses, however small, by internal systems and controls.  

 

2.2  Investment Management  

 

SWMC provides discretionary fund management to a small number of institutional clients. All of these clients 

have a fee-based service with securities and cash held with each respective client’s designated custodian.  

 

SWMC aims to minimise its risks through a combination of: the structure and design of its products; and its 

strategy of appointing business partners with the relevant expertise, on whom strenuous due diligence and 

risk assessments have been, and continue to be, carried out. SWMC maintains insurance against a number of 

major operational risks.  

 

At all times SWMC will ensure that its capital requirement does not fall below the regulatory level at any point 

in the economic cycle.  

 

2.3 Governance and Risk Management Framework  

 

The risk management framework is part of the corporate governance arrangements within SWMC, which 

operate in a manner appropriate to the Partnership’s scale and scope of operations. The framework 

demonstrates control of the business, whilst facilitating transparency for our clients.  

 

2.4 Risk Management Processes  

 

The risk management process is defined below. The risk appetite is set by the Members, who receive, on a 

monthly basis, a management information pack designed to ensure that all relevant matters are considered 

and discussed. The basic framework that SWMC’s Members and senior management follow to manage risks is:  

 

• Member Level (Top-down) risk assessment, covering an analysis of corporate level risks that threaten 

the achievement of corporate and strategic goals and how these risks are mitigated;  

 

• Internal Capital Adequacy Assessment Process (“ICAAP”) that summarises the management of capital, 

including potential allocations to cover operational risk, using an FCA defined process;  

 

• Risk appetite providing a benchmark level of acceptable risk against which residual risk levels should 

be compared;  

 

• Department level (Bottom-up) Risk and Control Assessment, highlighting risks and how they are 

mitigated;  

 



• Control Risk Self-Assessment, providing positive assurance to the Members on the continuing 

adequacy of internal controls;  

 

• Change Risk Assessment, which enables all business change to be risk assessed to ensure it is within 

SWMC’s risk appetite and to ensure the ICAAP reflects any new risk level appropriately; and  

 

2.5 Risk Management by Category of Risk  

 

2.5.1 Operational Risk 

 

SWMC is a limited activity firm, and is therefore not subject to a specific Operational Risk charge under Pillar 1.  

However, as an asset management firm, operational risk represents a key area for consideration. 

Operational risk is the risk of loss to the Partnership resulting from inadequate or failed internal processes, 

people and systems, or from external events.  In addition the Partnership could suffer indirect losses through 

damage to its reputation arising from operational failures. 

All operations functions, including settlements, reconciliations, compliance and finance are outsourced to 

Waverton Investment Management Limited (“Waverton”), a firm authorised and regulated by the Financial 

Conduct Authority, with whom a Support Services Agreement is in place. Test keys and authorised internet 

security, reconciliations, and compliance checks are in place to minimise the risk of unauthorised trading 

Waverton also segregates tasks and access in order to further reduce the level of operational risk.  

There have been no instances of unauthorised trading outside client guidelines or mandates, or operational 

errors which have led to any material losses since inception. 

2.5.2 Reputational Risk 

 

SWMC’s policy is to avoid any action or transaction that brings with it a potentially unacceptable level of risk to 

SWMC’s reputation.  Reputational risk may arise from a variety of sources, including the nature or purpose of a 

proposed transaction, or the identity or nature of a potential client. Where the presence of these or other 

factors gives rise to potential reputational risk for SWMC, the relevant business proposal is required to be 

submitted to the Designated Member for review.   

As required by the Partnership’s policy and the firm’s Compliance manual, SWMC trains front office staff to 

ensure that they know their client and perform the necessary due diligence activities at inception. All clients 

are reviewed by the Waverton Compliance department prior to take-on. 

2.5.3 Credit Risk 

 

The Partnership does not undertake lending activity as part of its business. Its debtors typically consist of 

amounts which arise incidentally to its business, for example, management fee income receivable.  The 

Partnership has many clients that have fees deducted directly from their assets or are invoiced regularly with 

strict payment terms which significantly reduces credit risk on receivables.  There have been no bad or 

doubtful debts since the inception of the Partnership. 

2.5.4 Market Risk 

 

The Partnership does not take proprietary positions and therefore is not exposed to market risk.  The assets 

under the Partnership’s control in respect of the funds it manages are held independently by the custodians of 

each institutional client. 

 



2.5.5 Business Risk 

 

The risk that that SWMC falls short of its business plan expectations can be summarised as follows: 

• ‘Key man’ risk – Whilst the Partnership does not hold specific Key Man Insurance, there is Investment 

Management cover for £20m. 

 

• Market downturn – Market conditions have an impact on the extent to which clients make 

investments. The market environment and outlook will determine the volume of trading activity and 

the products in which clients invest.   This switch may directly impact the income for SWMC, though 

the impact would have to be extreme to have material impact on the firm’s profits and capital 

adequacy.    

 

• Investment Performance – There is a risk of SWMC losing clients and consequently income if 

investment performance is poor and clients’ needs are not fulfilled. Client Detail and Risk Profile 

details are kept on hand. Specific restrictions on client portfolios are loaded onto the Partnership’s in–

house portfolio management system, enabling fund managers to review all restrictions and for pre-

trade checks on the same to be carried out.   

 

2.5.6 Systems Risk 

 

There is a risk that there would be a loss of revenue should there be a failure in one or more of the essential 

systems which support the business.   

SWMC’s disaster recovery plans include the restoration of all key internal systems, and all externally provided 

systems are reviewed periodically and where appropriate, SWMC attends test sessions.  

2.5.7 Liquidity Risk 

 

Liquidity risk is the risk that a firm, although solvent, either does not have available sufficient financial 

resources to enable it to meet its obligations as they fall due, or can secure them only at excessive cost. 

The Partnership’s own cash balances are held in call accounts or short-term deposit accounts.  All client assets 

are clearly segregated from the firm’s assets.  S W Mitchell has a liquidity policy to ensure it maintains 

sufficient liquid assets to meet expected cash flow requirements of the business. 

2.5.8 Concentration Risk 

 

Since the Partnership does not take proprietary positions and has minimal levels of credit exposure, it is not 

exposed to potential sources of concentration risk such as sector, industry, country or group exposure. 

2.5.9 Residual Risk 

 

Since the Partnership does not take credit risk, it is not exposed to residual risk arising from ineffective credit 

risk mitigation techniques. 

2.5.10 Securitisation Risk 

 

The Partnership does not have securitised assets and does not intend to securitise any assets in the 

foreseeable future and consequently has no exposure to securitisation risk. 

 

 

 



2.5.11 Interest Rate Risk  

 

The Partnership does not hold investments for either trading or investment purposes, nor does it have any 

interest bearing borrowing and accordingly has negligible sensitivity to changes in interest rates. 

2.5.12 Pension Obligation Risk 

 

SWMC does not have a defined benefit pension scheme and as such is not exposed to the risks associated with 

the valuation of future pension liabilities.  

 

3.  Capital Adequacy and Resources 

 

3.1 Capital Resources 

 

As at 31 March 2018 and throughout the year then ended, the Partnership was in full compliance with its 

individual capital requirements as set out by the FCA.  The table below sets out the Partnership’s Capital 

Resources as at 31 March 2018. 

 

 

Regulatory capital as at 31 March 2018                                                                                                                  £’000  

Core Tier 1 capital after deductions  865 

Tier 2 capital - 

Tier 3 capital - 

Deductions from total capital - 

Total capital after deductions  865 

 

3.2 Capital Requirements 

 

As a BIPRU firm and in accordance with GENPRU 2.1.45R, The Pillar 1 variable capital requirement for the 

Partnership is calculated as the higher of: (i) the sum of the Credit Risk Capital Requirement (“CRR”) and the 

Market Risk Capital Requirement (“MRR”); and (ii) the Fixed Overheads Requirement (“FOR”). 

 

The Partnership’s Fixed Overhead Requirement (“FOR”), as calculated in accordance with the rules and 

guidance set out in GENPRU 2.1.53R to GENPRU 2.1.59G, amounts to £617k at 31 March 2018.  The total of the 

CRR and MRR is less than the FOR and so the variable capital requirement at 31 March 2018 was £617k. 

 

3.3  Capital Planning 

 

SWMC has had cost/income ratios over the last two financial years of 51% and 36%, with drawings being made 

by the Members subject to capital adequacy requirements.  As such the capital is reviewed at each withdrawal 

point, and there would need to be a substantial reduction in income of before remedial action becomes 

necessary. The Members have sufficient resources to increase the capital within the Partnership as 

appropriate. 

 

3.4 Internal Capital Adequacy Assessment Process (“ICAAP”) 

 

The Members are responsible for reviewing and evaluating the Partnership’s risks.   Under Pillar 2 of the 

Capital Adequacy Directive, the FCA sets regulatory obligations that require all firms to have an ICAAP.    

 

The Partnership’s ICAAP is designed to consider and capture all material risks faced by SWMC under Pillar 2 

and all material risks identified through the operation of the risk management framework are assessed as part 

of the ICAAP and Pillar 2 processes. 

 



The Members formally review and approve the ICAAP document on at least an annual basis, or more 

frequently in the event of a material change to the Partnership’s business model and risk exposure.  The 

Partnership’s Management believes that the Partnership’s exposure to risk is adequately addressed by the 

calculations mandated in the Pillar 1 rules. 

 

As part of its ICAAP review and as required by the FCA Rules, SWMC has carried out a detailed internal 

assessment of the risks it faces and resultant capital that it believes it should hold. The risks considered can be 

classified under the heading of credit and operational risks. The Partnership has no material exposure to 

market risk, as investment assets belong to its clients, rather than SWMC.  

 

The operational risks provided by Pillar 2 have been identified by S W Mitchell based on its business activities, 

sales and marketing approach and following FCA and industry ICAAP guidance for small investment firms.  

 

4. Remuneration Code  

 

The FCA’s Code on Remuneration (“Code”) was implemented with effect from 1 January 2011. 

 

The Partnership has adopted a remuneration policy that complies with the requirements the FCA's Senior  

Management Arrangements, Systems and Controls Sourcebook (“SYSC”) – and most notably the chapter SYSC 

19C that sets out the Remuneration Code rules and guidance for BIPRU firms.  Interpretation and application 

of the Remuneration Code is further guided by the FCA's publication entitled "General guidance on 

proportionality: The Remuneration Code (SYSC 19A) & Pillar 3 disclosures on remuneration (BIPRU 11)" and 

subsequent items of guidance issued by the FCA, including its document entitled "Frequently Asked Questions 

on the Remuneration Code". 

 

As a BIPRU firm, the Partnership falls within proportionality Tier 4 under the FCA’s Remuneration Code regime. 

The Partnership has concluded that, on the basis of its size and the nature, scale and complexity of its legal 

structure and business, it does not need to appoint a remuneration committee. Instead, the Members of the 

Partnership set and oversee compliance with the firm's remuneration policy, including reviewing the terms of 

the policy on at least an annual basis. 

 

The Partnership currently sets the variable remuneration of its staff in a manner which takes into account 

individual performance, performance of the individual's business unit and the overall results of the firm.  The 

aggregate "remuneration" (as defined in the FCA Rules) awarded to the Firm's Code Staff during the financial 

year ended 31 March 2018 was £5.5m. 

 

All staff are remunerated by way of a mixture of fixed and variable compensation. Fixed remuneration is 

represented by a base salary for each employee, which is reviewed on an annual basis.  Any increase in fixed 

compensation is also linked to the performance of the relevant employee, which is assessed through the 

annual appraisal process.  

 

The variable element of an employee’s remuneration recognises their performance and reflects on the 

individual’s compliance with internal policies and procedures and his/her commitment to the fair treatment of 

SWMC’s customers.  The aggregated variable element of the remuneration paid by SWMC is considered in the 

light of, and tested against, the need to maintain sufficient regulatory capital, deliver an appropriate return to 

business owners and ensure the financial stability of the Partnership.  

 

 

 

 

 


