
Hedge Funds Governance Series

Part 2 - Directors

Introduction

This is the second part of our four part series of articles that discuss hedge fund

governance. In this article we will be take a look at the responsibilities and

functions of hedge fund directors.

Independent research has demonstrated that some 87% of all hedge fund

investors would prefer that the hedge fund’s board be made up of independent

directors. This presents a significant challenge to most hedge funds, as it can be

somewhat difficult to define just what is expected of independent directors, both

individually, and acting as a non-executive governing body.

The Role and Responsibilities of Directors

The core responsibilities of directors is commonly defined by a combination of

legal requirements both statutory and regulatory, as well as the policies already in

place to govern the hedge fun itself. Commercial and common law are often used

as the basis for drafting the key responsibilities of hedge fund directors.

These fiduciary duties can include:

● Directors must have the freedom to exercise their influence completely

independently, keeping the best interests of the fund in mind at all times.

● Directors must only exercise their powers in the best interest of the fund,

and solely for the purpose that the powers were originally granted.

● Directors must not misuse or misappropriate company assets.

● Directors will strive to never create any form of conflict between their own

personal interests, and the best interests of the fund.

● Directors should not be constrained in exercising their discretion when it

comes to ensure that the fund is governed well.

Director’s obligation of due care:

● Directors are obligated to stay abreast of all issues affecting the fund.



● Directors are obligated to ensure that they receive and act upon relevant

information regarding the operating of the fund, to enable them to

undertake their duties effectively.

● Directors will never act in any way that could be construed to conflict with

the best interests of the fund.

Director Independence and Acting Independently

Investors will usually expect a high percentage of hedge fun directors to be fully

independent. Directors that are not independent are more prone to coming into

conflict with the best interest of the funds.

An independent director can be defined as an individual who has no personal,

economic, financial or commercial ties with any parties involved in the operation

of the fund, and this include third party service providers, investors and the

investment advisor.

As the name implies, independent directors must have the freedom to work

independently, and are required to utilize their skills, knowledge and experience

towards the best interests of the fund. Independent directors are able to rely

upon other directors in the discharge of their duties, but must also act proactively

in their own right.

Required Skills and Experience

Independent research has shown that over 70% of investors fully expect for a

senior stakeholder from the investment advisor to take a place on the board. This

is somewhat contrary to the usual requirement of directors to be independent.

However, this director acts as a liaison between the board and the investment

advisor, providing critical information, data, and information about the current

operation of the fund.

It is understood that individual directors may well not be experts in every aspect

of hedge fund management and operation. Best practice states that it is

preferable to select a range of independent directors with skillsets that

complement each other.



The minimum number of independent board members should be three, excluding

the director connected with the investment advisor. A skill spread including

accountancy, auditing, administration, regulation and law are preferable. Breadth

of experience should be considerable, and each director should display a level of

expertise in their specific skillset.

Commitment

Each independent director will need to make sure that they can allocated enough

time and resources to discharge their responsibilities in an effective manner, and

with due diligence and the best interests of the fund in mind at all time. When

selecting independent directors it is important to take commitment into

consideration, and ensure that each appointed director is capable of fulfilling their

role.

Each year has approximately 230 actual working days (excluding weekends, public

holidays and holiday leave). Depending upon the frequency of bard meetings,

there will only be a limited number of time slots a director can fulfill. When

constructing a hedge fund board, this often limited availability of directors should

be taken into consideration.

Non-Executive Function

Independent hedge fund directors are expected to work in a non-executive

capacity. This simply implies that they are not involved in the administration and

operation of the fund in a day to day capacity. However, they are expected to keep

themselves informed of operational activities, and make sure that they have a set

of processes in place to perform their role as management overseers.

Directors are fully responsible for monitoring the performance of third party

service providers that are working under contractual obligation. This entails

ensuring that all parties are working within compliance boundaries outlined in

their contract, and within other fund documentation including the offering

memorandum and other key documentation.


