


ADMINISTRATION

“Making
sure that all
company
secretarial
duties are
performed
correctly will
keep the fund,
the board of
directors and
the hedge fund
manager out
of trouble )
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administrators are not able to administer the com-
plexity or volume of trades performed by the hedge
fund manager. Furthermore, they suggest that hav-
ing an independent custodian and auditor is suffi-
cient protection against fraud. But the response to
these arguments is that independent administrators
have the ability to administer a multitude of domes-
tic and offshore fund structures which deploy a vari-
ety of investment strategies, from long/short to the
over-the-counter environment, in a daily, weekly or
monthly operational environment within a control-
led environment. This is what gives investors assur-
ance that their investment is being administered by an
independent third party with the capabilities, skills
and expertise to safeguard their interests.

Not all funds that are self-administered are being
accused of being dishonest. However, investors have
made it quite clear to the hedge fund community that
they are no longer prepared to take any risk associated
with a self-administered fund. Therefore, the hedge
fund manager is faced with a difficult conundrum:
re-engineer their in-house back office operation and
outsource the fund’s administration to an independent
administrator; or risk losing investment capital from
risk-averse investors. Market sentiment seems to sug-
gest that ‘independence’ is getting a vote of confidence.

Corporate governance

Independent administrators and hedge fund managers
are accountable to the fund’s board of directors, who
in turn are accountable to investors/shareholders. The

application of good corporate governance in the man-
agement of any hedge fund is very important as it is a
key element in enhancing investor confidence, board
leadership, management oversight and accountability.

Much of the recent emphasis on corporate govern-
ance has arisen from: high-profile corporate scandals
— due to a number of circumstances including finan-
cial reporting irregularities leading to a lack of investor
confidence and public trust; globalisation — develop-
ing markets in particular need to demonstrate good
corporate governance to instill investor confidence;
and increased investor activism — when managing
long-term investments.

Recent new legislative and self-regulatory corpo-
rate governance requirements have helped to instill
global market confidence. This includes: improved
integrity and oversight of management; scrutiny over
board composition and independence; effective use of
internal and external audit functions; higher levels of
disclosure and transparency and greater engagement
with investors.

There is evidence that investors value investment
funds with good corporate governance and established
board of director structures.

Independent administrators typically domiciled
offshore offer company secretarial services to hedge
funds that assist in the application of good corporate
governance standards. ISIS Fund Services has a team
of qualified company secretaries that can guide a hedge
fund, and its officers, through the obligations imposed
by statute and regulation in the jurisdiction of incor-
poration.

These professionals add value to the board of direc-
tors and the hedge fund manager in a variety of ways
such as: assisting in the fund’s formation; advising on
the appropriate legal procedures to change the offic-
ers of the company; change shareholdings; amending
the accounting reference date; declaring a dividend,
dealing with late subscription or redemption requests;
advising on directors’ responsibilities; maintaining
statutory registers and minutes; attending board and
general meetings to advise on procedure and to take
minutes; and filing all necessary accounts, forms,
returns and resolutions with the local regulators and
government associations.

These are just a few of the tasks performed by
an experienced company secretary which can add
significant operational value to the board of directors
and management team, as well as giving investor great-
er comfort that the fund is being managed properly
and within the legal and constitutional guidelines in
which it was formed.

Making sure that all company secretarial duties are
performed correctly will keep the fund, the board of
directors and the hedge fund manager out of trouble
with the authorities and other related parties. There-
fore, the provision of corporate secretarial services
should not be taken lightly.

Taken together, the appointment of an independent
administrator and the application of good corporate
governance principles will ultimately reduce investor
risk and develop more confidence in the hedge fund in-
dustry. Whether each factor is working independently
or in combination with each other, the expectation of
future capital inflow and the growth of assets allocated
to hedge funds would certainly look brighter. ll
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