Hedge Funds Governance Series
Part 3 - Board Meetings
Introduction

This is the third article in the series that covers the subject of hedge fund
governance. In this article we will take a look at the reason for regular board
meetings, and propose a recommended set of best practices to facilitate these
meetings.

Fund directors are expected to act as overseers for fund management, and
ensuring that all parties, including external service providers are acting within the
fund’s defined governance policy. Regular board meetings are vital in ensuring
that issues are addressed by the board.

Meeting Frequency and Attendance

Although regular board meetings are crucial to the management of a hedge fund,
the frequency of board meetings will often differ between funds. However, it is
vital to set up a schedule of a minimum number of meetings per year. Most
investors expect the board to meet at least four times a year, with some investors
only requiring two meetings per year.

Logistically, the organizing of hedge fund board meetings can be problematic. It is
likely that individual directors will reside in different countries, often widely apart.
This problem can be negated somewhat by exploiting technology, such as
conference calling, to host the meeting. If some form of conference calling (audio
or video) is used to host the majority of board meetings, it is advisable that
directors meet face to face at least once a year.

This is a crucial element of selecting hedge fund directors, the selection of a
director should take in to consideration the individual’s ability to attend regular
board meetings.

The Meeting Secretary and Convening of the Board Meetings



A meeting secretary should be appointed, who will be responsible for organizing
the regular board meetings, and also distributing all documentation pertaining to
these meetings. Depending upon the region that the hedge fund is incorporated
in, there may be no legal requirement to appoint a company secretary. However,
best practice would dictate that a company secretary is appointed, or an outside
service provider contracted to provide the same service. This will include
organizing board meetings, taking minutes and dealing with other ad-hoc issues as
required.

Providing Notice and Board Meeting Agenda

The company secretary should distribute a draft notice of any upcoming board
meetings. This draft notice should include a proposed agenda, as well as any
supporting documentation. Delivering this draft notice early will give each
attendee the ability to add agenda items, and propose changes to the meeting
structure. Once a response has been received from each director, and the meeting
agenda has been finalized, it should be distributed to each attendee, along with a
board pack.

Issuing a Board Pack

The meeting secretary will need to send a board pack to each attendee well in
advance of the scheduled meeting. The board pack will contain all of the pertinent
documentations that will be required for the forthcoming meeting. A typical board
pack will contain the following:

The agenda

Minutes of previous meetings
Administrators report

Audited financial statements (if required)
Auditors letter of representation (if required)

Any other documents

The Appointment of a Chairman



One of the attending directors can be selected as the chairman prior to the
meeting. However, it is more normal for the chairman to be selected when the
meeting is convened. The chairman is responsible for making sure that the
meeting is conducted in an efficient manner, and that all agenda items are
covered. It should be noted that the chairman does not usually have an extra vote,
to help resolve deadlock issues. This is the major reason why it is preferable to
have a board made up of an uneven number of directors.

Required Attendees

The company secretaries, and all directors, are required to attend every board
meeting. Additional attendees may be invited by the directors, to provide expert
insight and opinion. These additional attendees will most usually be
representatives of any third party service providers, the administration team and
the investment advisor, and where financial documents need to be signed and
approved, the fund auditor.

All board meetings should be treated as strictly confidential, and for this reason it
may be best to only invite outside parties for the period of time that their
expertise is required or relevant. As an example, the fund auditor would only need
to be present during the discussion, approval and signing of financial statements,
and not be privy to other agenda items.

Keeping of Minutes and Matters Arising

The company secretary will be responsible for documenting the meeting
commentary, the business conducted and the decisions arrived at. Decisions that
are made as a meeting resolution are legally binding, and therefore it is vital that
they are recorded accurately. During the meeting, discussion will almost always
raise a number of action points, and the company secretary is responsible for
document these action points, these will often be included in the appendix to the
minutes, as a list of matters arising. This appendix should clearly list all matters
arising, and their current status, either open (requiring action) or closed.

Keeping Written Resolutions



Formal resolutions that the directors implement should be documented and
tracked outside of the board meeting. These resolutions will usually be in matters
that the directors have direct authority to influence, such as exercising their right
to waive certain restrictions, like periods of notice and subscription levels. An
efficient method for the company secretary to monitor and track these resolutions
is to keep a written record of each resolution, along with any supporting
documentation, which can be distributed to each director for sign off. These
written resolutions are legally binding, in the same way the meeting resolutions
are, but are not deemed to be in effect until signed off by each director.

The Articles of Association

The hedge fund will operate within the scope of its articles of association that will
define the boundaries and limits of the power of the board of directors, and their
key duties. Any resolution presented should always be considered, agreed upon
and implemented in accordance with the articles of association.



