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Foreword
The increased focus on the quality of governance on hedge fund boards comes as a direct result of higher levels 
of institutional investment in hedge funds coupled with the higher governance standards that they require post-
2008. In addition, the pace of globalisation is relentless, and as a consequence we are seeing investors asking for 
solid and consistent governance standards that can be replicated across the hedge funds industry, regardless of 
domicile.

The publication of this research paper comes at a time when the investor community is becoming energised about 
the standards of board-level governance on hedge funds. As institutions seek to increase their allocations to hedge 
fund strategies, they are also seeking to ensure that high levels of governance, oversight and responsibility exist 
and are consistent with global governance standards.

The standards that investors who participated in this survey are asking for are neither costly nor complex to 
implement. But they do represent a new level of focus on their part of governance issues, and a quest for robust 
standards that can be applied to all hedge fund boards.

As a major allocator told me: “A manager with a good board is more likely to handle a difficult situation with aplomb 
and more likely to retain investors’ favour and capital. Hence, they have a higher likelihood of long term success and 
wealth creation for their investors and themselves.”

We at Carne would like to extend our thanks to all the allocators that gave freely of their time and opinion in the 
compilation of this white paper. We hope this will form the basis for further discussions on the issues raised, and 
add a more statistically informative platform for debate.

John Donohoe
CEO Carne Global Financial Services
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“Institutional investors have been increasingly focusing on the level 
and quality of independent oversight in hedge fund pooled vehicle 
structures, particularly with regard to on-shore feeder funds where 
independent oversight is often non-existent. The recent Weavering 
judgement against the hedge fund’s directors will act as a catalyst 
for both independent hedge fund directors and investors to reassess 
the whole area of independent oversight.”

Mercer Investment Consulting 
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Introduction and Executive Summary
This research paper represents the most comprehensive survey to date of institutional hedge fund allocators’ views 
on the issue of corporate governance in hedge funds. Hedge fund governance is an issue that has increased in 
importance since 2008, with allocators now actively pressing for changes in the way that hedge fund boards are 
managed.

The call for changes in the way that hedge fund boards are constituted, and in the role played by directors on those 
boards, is becoming increasingly evident in both the trade press, and in the opinions being expressed by investors 
in the various forums open to them.

Moody’s, in its recent note on fund governance, said:

“Corporate governance practices for hedge fund firms are more closely examined today than at any other time 
in the history of the industry…hedge funds firms have experienced a shift in their investor composition from 
high net worth individual investors to institutional investors…Institutional investors have shown that they view 
the evaluation of governance and oversight as it relates to risk management, valuations, operational controls, 
transparency and the investment process as important as analysing a hedge fund manager’s investment 
performance.” 1

In addition, investors have been lobbying individual fund managers and regulators, including the Cayman Islands 
Monetary Authority, for change. At a time when investors are already keen to increase their allocations to hedge 
funds, it is becoming evident that the governance issue is acting as a drag on the flow of new investment into 
hedge funds. The majority of hedge fund investors want hedge fund managers to fully support investor protection 
values. The recent judgement by Justice Jones in the Cayman Islands relating to the Weavering case 2 also shed 
light on some of the expectations which the judiciary have of directors on fund boards. These include the onus 
on the directors to perform their duties on behalf of the investors, including demonstrating a solid awareness 
of the underlying activities of the fund and its investment manager. In his judgement, Justice Jones expected 
that investment managers and boards of Cayman Islands funds should ensure that they put in place adequate 
governance processes, and that any conflicts of interest are addressed. Directors, the case revealed, need to be 
remunerated for the work they perform, but at the same time they must be performing that work.

The Weavering case analysed the motivations of the directors as well as their actions. An obvious conclusion is 
that, due to potential conflicts, investment managers and the employees from their firms acting as directors on 
their funds [see Appendix C],  require independent directors in order to demonstrate that the interests of investors 
can be considered and that this is properly analysed and documented. However, these independent directors must 
meet Justice Jones’ criteria of fit and proper directors.

The changes being called for in hedge fund governance represent an opportunity for hedge fund managers 
themselves to seize the initiative, and to help to build new bridges with the investor community, while at the same 
time improving the overall image of the alternative investments industry. It is an initiative that is being increasingly 
supported by regulators, by the Alternative Investment Management Association (AIMA), by the Hedge Funds 
Standards Board (HFSB), and by other industry-level associations.

This is further encapsulated by new layers of the operational due diligence process applied to potential new 
investments, as evidenced in the recent Transparency Report questionnaire compiled jointly by a number of major 
allocators [see Appendix D]. This represents a good indicator of the levels of awareness investors are now seeking 
about the boards of the funds they invest in, and the credibility of firms providing independent directors to those 
boards.

  1. Hedge Fund Governance and Oversight, Moody’s Investor Service, July 2011
  2. Weavering Macro Fixed Income Fund Limited (in liquidation) vs Stefan Peterson and Hans Ekstrom
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Although the hedge funds industry continues to achieve some of the best risk-adjusted returns of any single 
component of the asset management sector over the last five years, it still suffers from an image problem. This 
industry is deserving of a better reputation, a reputation which can only be enhanced if fund managers take the 
opportunity to assure investors via improved governance. Pension funds, for example, continue to treat hedge funds 
with caution, and would no doubt be more enthusiastic if they could see that not only do hedge funds generally 
offer them superior returns on a risk adjusted basis when compared to investment in traditional funds, but also 
offer higher governance standards. Good governance can help here, by improving the culture of the industry and 
demonstrating that hedge funds can reduce downside risk and protect investors’ capital. 

Hedge funds are also coming under greater scrutiny from regulators. Better governance standards may help to 
mitigate some of this. As Amelia Fawcett, Chairman of the Hedge Fund Standards Board (HFSB) said: “Standards 
don’t replace regulators, but they can do things they can’t. Can standards be more effective than regulations? 
Absolutely.” 3

Some institutional investors devote substantial amounts of time and money doing their own due diligence, to 
provide themselves with adequate oversight, some of which should also be delivered by the directors of fund boards.

The case for good governance is compelling: an industry-wide governance regime would reduce risk for both 
investors and investment managers at a time when they are seeking to trim down the number of risk factors they 
have to deal with. Carne believes that this research paper can form the basis for such governance standards, and 
represents the opinions of institutional investors.

“We want to see a suitably qualified and experienced board with a majority 
of independent directors who hold regular face-to-face meetings and can hold 
the manager to account. It is not an unrealistic standard and it is encouraging 
that, in particular, new fund launches are placing more emphasis on their 
overall governance framework; they realize they need to do that to attract 
institutional capital.”

Albourne Partners

 3.   ‘Hedge fund champion takes a global view’, Financial Times, 3 August 2011                                     
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Executive Summary

•	 91% of allocators agree that poor governance would cause them to avoid investing 
in a fund, even if it met other operational and performance criteria

•	 Allocators would like to engage with managers and boards on a more regular 
basis on the issue of governance

•	 76% of allocators have already decided against investing on at least one occasion 
due to governance concerns

•	 Over 80% of investors rate fund governance as “extremely important”

•	 The majority of allocators are unhappy with the current governance levels of 
Cayman Islands funds and want improvements

•	 80% of allocators have experienced difficulty in discovering how many directorships 
are held by independent directors on fund boards

•	 Allocators overwhelmingly agree that the issue of the number of total directorships 
held by certain independent directors must be addressed

•	 58% of investors interviewed for this study said that an independent director 
should have no more than 20 to 30 manager relationships

•	 Of those allocators satisfied with the current governance regime, many stated that 
this is because they are carrying out ongoing due diligence independently of fund 
boards and place reduced reliance on the boards

•	 Allocators are more content with governance levels on fund boards promoted by 
European fund managers than North American or Asia Pacific managers

•	 87% of allocators would like to see the majority of fund boards’ membership held 
by independent directors and 80% want to see independent directors filling the 
role of chairman

•	 Defining independence and identifying conflicts of interest of directors is a key 
issue for investors. The relative independence of directors related to the fund’s 
administrator or legal advisor becomes more of an issue for investors if they are 
the only independent directors on the fund board, due to potential conflicts.
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2. Universe of Respondents
Over the spring and summer of 2011, Carne Group surveyed the largest allocators to hedge funds globally. We have 
approached the top 100 allocators globally, and are pleased to have received responses from allocators accounting 
for over $600 billion in allocations, approximately 30% of all hedge fund AuM.  We have been very grateful for their 
candid views on the subject. A list of some of the firms responding can be found in Appendix A.

Due to the global spread of both their investments and their investment operations, it was difficult in most cases 
to categorise the allocators by region, but we were able to evaluate the universe by type of investor, and by hedge 
fund assets under management.

Respondent by type

Respondents by assets invested in hedge funds
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3. Importance of Corporate Governance Standards

83% of respondents considered corporate governance in hedge funds to be “extremely important.” For all the 
investors we interviewed, the issue was currently top of their operational agenda.

Have you ever decided not to invest because of 
concerns over a fund’s corporate governance?
A very high proportion of hedge fund allocators have, at some point, chosen against investing in a fund because of 
corporate governance concerns. This represents a significant proportion of investment capital that has been lost by 
deficiencies which include poor corporate governance arrangements.
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“Poor governance is an undiversifiable risk – one investors don’t get 
paid for.  We don’t expect our managers to accept risks they can’t 
possibly get paid for – why should we?”

CalPERS
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Would you choose not to invest as a result of 
poor corporate governance on a hedge fund?

This clearly demonstrates the importance of solid corporate governance arrangements for hedge funds so that 
they can continue to attract capital, particularly from new investors. No allocators have said they would invest in 
a fund with poor corporate governance. We can surmise that those managers with ambitious growth plans going 
forward should address this issue so that they can fulfil them.

“Whilst they should clearly be in the minority I think it is important for a 
senior member of the investment manager to sit on the fund board alongside 
the independent directors. One of their key roles is to provide transparency 
and understanding to their fellow directors so that the board can make 
informed decisions on behalf of investors.”

Credit Suisse Alternative Investments



Has fund governance become more of an issue for you in 
the last three years?
 
87% of allocators said that governance had become much more of an issue since 2008. This has partly been driven by 
increased concerns surrounding the independence and involvement of fund directors in the wake of the problems 
experienced by some hedge funds in 2008-09.

 In addition, while other areas of operational risk have been addressed in the interim, allocators are more aware of 
corporate governance as an outstanding issue on their operational risk agendas.

P 12 
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4. Rating of Corporate Governance

How do you rate the average standard of fund corporate 
governance in the hedge fund industry?
Not surprisingly, almost all allocators want to see improvement in the prevailing average standards of corporate 
governance in the hedge funds industry. Again, it is worth stressing that where allocators find the situation 
“acceptable”, they have said that this is partly because they are spending time and resources in carrying out their 
own due diligence and receiving regular information from the manager. 

“Corporate governance practices within the hedge fund industry have taken 
centre stage in recent years. Investor scrutiny has increased significantly with 
regard to the quality and frequency of oversight provided by board members. 
As a result, proactive investment managers have taken positive steps to 
expand the scope of corporate governance practices currently employed, as 
well as to enhance the composition of their fund’s boards.”

UBP
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Are you happy with overall governance 
levels of funds domiciled in these jurisdictions

In addition to the 63% of hedge fund allocators that are unhappy with levels of fund governance in Cayman Islands 
domiciled funds, many of those we interviewed who pronounced themselves happy indicated that this was because 
of the additional due diligence and continuing oversight that they carry out themselves. Given the choice, they said 
they would like to be able to place additional reliance on Cayman fund boards, but are currently unable to do so.

By contrast to the Cayman Islands, allocators are extremely satisfied with governance in both Luxembourg and 
Ireland, with high approval ratings for both jurisdictions. Satisfaction with the Channel Islands was mixed.

 

“In a non-operating company like a hedge fund, that exists solely to invest the 
capital of investors, the company and the shareholders are alter egos. There 
is no interest in the company separate from the interest of investors…The 
directors need to be active in finding out what investors want, not accepting 
what the manager says.”

Mesirow Advanced Strategies
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5. Areas Requiring Improvement
So which areas of fund governance require improvement?

The leading concern is the fact that many of the independent directors sitting on fund boards simply have too 
many directorships, particularly in the Cayman Islands. These same allocators follow up this concern by citing the 
lack of independent directors as the second biggest area requiring improvement.

Over 70% of respondents felt improvement was required across all these areas of governance. Allocators told us that 
directors should be playing more of an active role in representing their interests, rather than delegating everything 
to the investment manager without proper supervision.

“Effective and quality fund corporate governance significantly reduces 
investor risks; it also demonstrates the underlying manager’s commitment to 
investor protection.”

Schroders New Finance
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“There is certainly a far higher degree of corporate governance 
awareness today than there was just a few years ago. We live in 
a very different environment - there is a new norm and a whole 
new list of governance requirements. New funds must bear this 
in mind when setting-up, and older funds should either already 
have strong governance in place - and be setting the example - or 
at least be in the process of strengthening their practices. Paying 
lip-service to good fund governance practices simply will not do 
either.  In today’s environment, if you are seeking to raise funds, and 
these are challenging times for such activities, you need to show 
strong governance, along with all your other attributes. Remember 
investors are almost always looking for reasons not to invest, so 
don’t give them an excuse not to - if you fail the cursory glance due 
diligence test, before a more in-depth review, you stand little to no 
chance of investment further down the line.”

Permal Investment Management Services
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Regional break down of satisfaction levels (rating out of 10)
 

Respondents were also asked to rate their overall levels of satisfaction with corporate governance of funds by 
investment manager domicile. Europe, at 7/10 on average, is seen to be more forthcoming with information. 
Allocators claimed it was easier to obtain information about managers and other critical operational aspects of the 
fund when dealing with firms based in Europe, and with their offshore funds.

In the case of North American managers, allocators cited concerns about the lack of independence of directors 
and the use of partnerships without independent oversight. Reform here has been slower than in Europe, as North 
American managers have not seen the need for an independent oversight mechanism. Allocators have noted that 
the recent Weavering judgement, with its emphasis on conflicts, independence and oversight, should be considered 
by all managers.

Asia was considered to be the toughest environment from which to obtain information, and certainly there was seen 
to be a lack of transparency on the part of Asian managers when it came to directors on their funds. Most allocators 
did, however, have sufficient experience with Asia-based managers to be able to rate them on governance-based 
criteria.

“An area requiring improvements and where hedge funds should give greater 
attention is the composition of the board of directors; too frequently, there is a 
lack of carefully selected directors with complementary skills in fields such as 
investment management, regulatory and legal compliance, administration of 
offshore structures, operations processing, risk management and valuation.”

HDF Finance
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6. Minimum Standards of Board Composition 
and Oversight.

What aspects of corporate governance have you had 
difficulty obtaining information on?

 

The composition of the board, in particular the number of directors and independent directors, the identity of those 
directors, and their relative independence, are also important concerns for allocators.

We asked allocators in which areas they had experienced the most difficulty when seeking governance-related 
information from managers and fund boards.

83% found difficulty in discovering how many directorships were held by the independent directors of fund boards 
they invested with. 55% of allocators experienced problems when seeking information on board meeting agenda 
and on any other information concerning board proceedings. Allocators want greater transparency on the part of 
many fund boards which are meant to have been constituted to represent shareholder interests [see Transparency 
Report, Appendix D]. Allocators have also experienced considerable difficulty when seeking to establish the 
relationship between the fund manager and the directors on the fund board.



How many directorships should independent 
fund directors hold?
This brings us on to the critical issue of how many manager relationships an independent director should have. 
Most allocators we spoke to preferred to focus on manager relationships rather than the number of boards an 
independent director sits on as it is the key driver of directors’ time. 

One allocator said “a director would need to be able to clearly demonstrate how he was able to effectively manage 
more than 30 commercial relationships without compromising on their quality of oversight.”

 

The majority of allocators – 58% - would prefer independent directors to limit themselves to 30 client relationships 
maximum.
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Minimum number of board meetings per annum
 

The majority of investors want four full board meetings per annum. Unsurprisingly, most allocators think in terms 
of either one meeting every six months, or once per quarter. On analysis this explains the low score of 8% for three 
board meetings per year. Allocators did point out that some strategies might require more board meetings than 
others, particularly complex credit funds.

However, compare this with the preference for number of board meetings held in person:

Minimum number of meetings per annum held in person
The preference here is significantly in favour of two full board meetings held in person every year.
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Minimum number of directors on board

 
The bias here is towards larger boards, with an absolute minimum of three directors, although over a quarter of 
respondents would like to see bigger boards than that as a minimum. The size of fund boards is also related to the 
key skill sets of fund boards [see key skills looked for from fund directors, below].

“The first step is for institutional investors to recognise the importance of 
corporate governance and I think that this year we have reached that point.  
The second step is to raise awareness throughout the industry particularly 
among fund advisors, service providers and managers, as they have 
significant influence over the form, function and composition of boards.  Third 
is to find a practicable way to enable institutional investors (and managers) to 
appropriately assess a fund’s corporate governance model.  Both the second 
and third steps will take time to play out but I think in 2011 we have seen 
real progress and good momentum…We believe that the reinforcement of 
governance regarding the boards of hedge funds is a key condition for the 
further growth of investments in hedge funds by institutional investors.”

Barclays Wealth
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“We will look more favorably on managers, established and new, 
who have obviously devoted time to ensuring their governance 
arrangements are in line with best practices. Improved governance 
represents an opportunity for managers to demonstrate that they 
are taking the concerns of investors seriously. We have seen some 
improvements in 2011 but there is a lot more work that needs to 
be done with respect to the quality, transparency, selection and 
experience of the board of directors.”

FQS Capital
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Minimum number of independent directors on board

In terms of the minimum number of independent directors on a fund board, allocators would like to see at least 
two independents on a board:
 

Only 5% would be happy with less than two independent directors, and 24% would like to see three or more 
independent directors on a fund board.

Proportion of independent directors on fund boards
Unsurprisingly, below we can see the vast majority of allocators would like to see the majority of the board 
composed of independent directors. Funds with only a token independent director on their board would therefore 
be considered unacceptable today by 9/10 of allocators.
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Should the chairman of the board be 
an independent director?

 

Should a senior partner of the investment 
manager sit on the board?
 

Boards where possible should have a senior partner/executive from the investment manager present, as investors 
felt this creates greater alignment of interests and brings first hand knowledge of key issues such as investment 
risk and performance.
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What areas should boards consider?
 

Investment risk was considered a more legitimate issue for discussion for those funds which warranted it. Allocators 
recognised that some funds pursued a strategy that would require more attention from directors than others.

Other areas some allocators felt would be worthy of further discussion included:

•	 More interaction with investors, including a better alignment of interests between investors, the 
board and the investment manager

•	 IT and systems experience
•	 Data security, quality assurance, and business continuity
•	 Side letters & treating investors fairly
•	 Anti-money laundering
•	 Client take on
•	 Board reporting from investment manager, auditor, administrator, prime broker, legal adviser 

and distributor where possible
•	 Approval of the opening of new bank accounts, and new prime broking relationships.
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Key skills looked for from fund directors
 
Investors are less concerned with portfolio management skills, but having said that, 76% of allocators would be 
happy to see portfolio managers or former portfolio managers sitting on fund boards. This skill is often represented 
by the director for the investment manager or by the attendance and reporting of the manager.

It is worth noting Justice Jones’ remarks in the Weavering case that independent directors “rarely have the technical 
expertise and experience to be able to monitor sophisticated investment strategies…they are expected to satisfy 
themselves that the investment manager is complying with investment criteria and restrictions” and “acquire a 
proper understanding of the financial results.”

What is the minimum level of fund industry experience you 
would expect from independent directors?
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Full time vs part time directors

 There is a clear preference here for full-time directors – i.e. individuals with the requisite experience who can devote 
themselves to fund boards on a full-time basis. Allocators like to see independent directors that are heavily involved 
in the industry, gathering knowledge and staying abreast of current developments.

One major allocator argued that professional directors, with several relationships, were preferable, as they had a 
reputation within the industry to protect. A director sitting on only a couple of boards has less of a stake in ensuring 
good practice, he explained.
 

Should a fund have a director resident in the domicile of 
the fund for tax/domicile purposes?
 

This is an area of more importance to allocators with UK-based managers in their portfolios, due to potential UK 
tax risks to the funds.
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7. Transparency and Conflicts of Interest
Another issue allocators were asked to consider was the true meaning of independence in the context of directors.

Would you consider any of the following as independent 
directors if related to:

 

The majority of directors did not consider directors related to the manager or key service providers as independent. 

In addition to the above, however, those allocators who accepted some of the above categories as independent 
directors, tended to rule them out if they were the only ‘independent directors’ on the board. Hence, they would still 
look to see at least one fully independent director, not related to any service provider, on the board. The focus is very 
much on the potential for conflicts of interest and directors that can form an independent view.

Some allocators said that it can be extremely difficult to assess the real relationship between the manager and 
some of the directors, particularly with Asian managers.

Directors appointed from the fund’s administrator are less common now, allocators also reported. 
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Transparency for Investors
During our research work we noted that a significant number of major allocators had worked together to draw 
up a governance questionnaire that they would be using and which they hoped would be increasingly used by 
allocators to hedge funds. This reflects a need on their part to include governance-related issues in their overall 
operational due diligence processes.

They have permitted Carne to reproduce what they called their Transparency Report.  It is reprinted in full in 
Appendix D; it focuses in particular on the following areas:

Individual Director Level Information 
The Role of The Director – this includes questions on the number of directorships held, whether the director is 
part of a larger firm, education and professional qualifications, and years of experience in the fund management 
industry. Number of directorships is separated from number of fund manager relationships.

Board Meetings – asks how many board meetings the director participates in. There is also evaluation of which 
issues are discussed for this specific fund – e.g. valuation procedures, review of performance, pending litigation, etc.

Client Acceptance Due Diligence – asks what procedures are used when the director himself is taking on a new 
client. How much homework is carried out on the underlying manager?

Potential Conflicts of Interest – seeks to establish the relationship – if any – between the director and the investment 
manager, as well as between the director and any service providers appointed to the fund. It also goes beyond the 
individual director to the directorship firm itself.

Client Litigation – has the firm or its clients been involved in any litigation and in which jurisdictions have these 
suits been filed? This includes non-fund related litigation.

Director Firm Level Information 
Human Resources – establishes the size and overall level of experience of the employees working for the firm 
providing the director, as well as the size of the support staff.

Directorship Capacity – this includes questions relating to total number of commercial relationships that their firm 
of directors has entered into, as well as number of boards its directors sit on.
 

 
 “Our investment process makes certain that all targeted hedge funds 

comply with our high operational standards; in addition we believe that a 
collaborative and constructive engagement approach with the managers 
improves the likelihood of enhancements in corporate governance.  This 
engagement and the resulting best practice outcomes ensure that our 
invested managers provide what we like to call “operational alpha”.

Hermes BPK Partners
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“The independence of the directors has always been a key 
parameter at Olympia for the selection of hedge funds; we want to 
avoid funds with directors acting as managers or administrators of 
the funds, and therefore having conflicts of interests regarding the 
protection of the shareholders, especially in time of liquidity issues.”

Olympia Capital Management
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8. Partnership Fund Structures
In the case of North American managers, allocators cited concerns about the lack of independence of directors and 
the use of partnerships. Reform here has been slower than in Europe, as North American managers have not seen 
the need for an independent oversight mechanism.

Traditionally, Cayman funds with a feeder status have shared the same board as the onshore Delaware master 
structure. The latter has usually taken the form of an LLC with a managing member, usually the investment manager. 
However, in the course of the research conducted for this survey, a number of the participants raised concerns with 
this type of structure, and proposed an alternative.

According to one major global allocator:
 
“Ideally the independent board of the offshore structure with its independent directors, will also be involved with 
the onshore structure. For example, where the onshore structure is a limited partnership, the independent board 
of the offshore fund would also sit on the board of the GP of the onshore structure. 

Alternatively, where the onshore structure is an LLC (where the investment manager is typically in control as 
a managing member), then the independent directors could at least have an advisory committee role with an 
oversight component.”

“In particular with respect to smaller investors, governance issues are 
not always fully appreciated and while some comfort may be gained from 
jurisdictional oversight, quite often the legal consequences and subsequent 
liabilities are sometimes not fully understood, even in onshore jurisdictions.”

ABN Amro Private Banking
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Appendix A: Participating Firms

Fifty institutional investors contributed to this research paper, amongst which were the following:

•	 Aberdeen Asset Management
•	 ABN Amro Private Banking
•	 Albourne Partners
•	 Amundi Alternative Investments
•	 AXA Fund of Hedge Funds
•	 Barclays Wealth
•	 CalPERS
•	 Credit Suisse Alternative Investments
•	 FQS Capital
•	 GEMS Advisors
•	 Gottex Fund Management
•	 Harcourt Investment Consulting
•	 Hermes BPK Partners
•	 HDF Finance
•	 International Asset Management (IAM)
•	 J.P. Morgan Asset Management
•	 Key Asset Management
•	 KPMG Investment Advisory

•	 Laven Partners
•	 Liongate Capital Management
•	 Man Group
•	 Mercer Investment Consulting
•	 Mesirow Advanced Strategies
•	 Olympia Capital Management
•	 Optima Fund Management
•	 Ospara Limited
•	 PAAMCO 
•	 Permal Investment Management Services
•	 Pictet et Cie
•	 Schroders New Finance
•	 Signet Capital Management
•	 Skandia
•	 UBP
•	 UBS A.G. (Arena)
•	 Universities Superannuation Scheme

“In an effort to ascertain good corporate governance is in place at the fund’s 
level, reaching the board members directly to ask specific questions related to 
their roles is crucial before making an investment.”

Signet Capital Management



P 33 

Appendix B: Action points derived from survey 
For all managers, regardless of their domicile:
•	 Ensure independent directors do not have more than 20-30 client relationships, and definitely no more than 

30 to 40;
•	 Boards should have at least three directors and the majority should be independent;
•	 Independence is defined as free from conflicts of interest or where it is unlikely that material risks could be 

incurred by that director’s presence. Directors related to administrators or the legal advisor may be independent, 
but because conflicts may arise other independent directors are needed on the board;

•	 Directors should be experienced and knowledgeable, with a minimum of 10 to 15 years of experience in the 
funds industry. Key skills  include: legal, compliance, operations, risk and finance. Portfolio management can be 
represented by a ‘manager director’;

•	 There should be a minimum of three full board meetings per annum and at least one with directors and 
manager physically present. All service providers should present reports directly to the boards;

•	 Board agendas should cover key risk and material areas including conflicts, risk areas (operations, legal, credit, 
counterparty, fraud, pricing, liquidity, investment, leverage), audit findings, financial accounts, adequacy of 
disclosure, and compliance (including manager compliance);

•	 Potential conflicts of interest of directors are a key issue for investors. They would like to see a written potential 
conflicts analysis and policy including the relevant interests of directors (e.g. other directorships) and service 
providers. The policy should include the identification and handling of conflicts when they arise;

•	 Transparency is an issue that came up with nearly all investors interviewed for this survey. Please see Appendix 
D for the summary of a transparency report formulated by a group of investors we identified during this 
research project. They intend to make use of this for their operational due diligence going forward.

For US managers additional issues included:
•	 Lack of independent directors on any board and little independent oversight;
•	 A need for more independent fund administration;
•	 Where master and feeder funds are structured as partnerships, the board of the GP should appoint independent 

directors acting in the interest of fund investors. If the GP is the discretionary management investment entity 
then either a subsidiary GP should be used which has independent directors or an oversight committee should 
be formed within the GP to represent investor interests. See Section 8 above for more information on this;

•	 A greater willingness to provide investors with key information. Institutional investors find it easier to obtain 
this information from European managers.
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For Asian managers additional issues included:

•	 Lack of transparency and willingness to provide information/disclosure;
•	 Lack of independent directors on boards, with directors lacking the requisite skills and experience and/or too 

many directorships.

Investors believe that:

•	 It should be easy to implement the above recommendations within a reasonable time frame;
•	 Improved governance procedures will not require a huge effort from managers once put in place;
•	 This should not represent a cost to managers. Investors said they were willing to bear the cost of additional 

directors’ fees, if necessary in the funds, in return for what they see as a material reduction in risk;
•	 Good governance should be seen as an integral part of the fund’s and manager’s operational infrastructure, 

and will become a key part of the due diligence process going forwards;
•	 Ambitious managers should embrace good governance rather than let it be an obstacle in the investor-

manager relationship.
 

“When we perform due diligence on hedge funds, a critical component of 
our research and analysis focuses on the governance of the fund.  Hedge 
funds are certainly a lot more than just engine rooms of returns. We look for 
firms that have good operating businesses - where we can confirm not only 
understandable investment and operational processes, but also where good 
corporate governance permeates the organisation from a knowledgeable and 
experienced board of directors and senior management.   The maturation 
and institutionalisation of the industry, coupled with the initiatives of such 
bodies as the Hedge Fund Standards Board, AIMA, and the Principles for 
Responsible Investment (PRI) will strive to effectively link with the regulatory 
changes from the FSA and European Union as well as the regulatory and 
legislative changes from the US.”

OSPARA Limited



Appendix C: Weavering Judgement: Implications 
for Investment Managers and their Employees 
acting as Directors on funds.
On 26th August 2011 Mr Justice Jones of the Grand Court of the Cayman Islands delivered his judgement against 
the directors in the case of Weavering Macro Fixed Income Fund Limited (In liquidation) vs Stefan Peterson and 
Hans Ekstrom (“Weavering”): US$ 111 million for directors’ wilful neglect or default .

There was no new law, no new statute and nothing you could argue against. So why is it imperative that every 
investment management firm as well as every fund director, (whether they are directors related to the investment 
manager, service providers or independents) read the judgement themselves in full ? The answer is that, written 
in plain English, it represents the minimum expectations of a court regarding fund corporate governance as well 
as demonstrating that poor corporate governance is a business risk to the manager as well as a personal risk to all 
fund directors including those from the investment manager’s firm.

The case against the directors was that: 

(i) They acted “in breach of their duty to exercise independent judgement” and;
(ii) They failed “To exercise reasonable care, skill and diligence” and
(iii) They failed “To act in the interests of the Macro Fund”

Directors’ Duties, Conflicts of Interest and Motivation
Justice Jones stated that “directors owe fiduciary duties to their companies to act bona fide in what they consider to 
be the best interests of the company . . . and not to place themselves in a position where there is a conflict between 
their personal interests and their duty to the company”.       
                       
“A director must exercise his powers independently” and “directors have a duty to exercise an independent 
judgement in what they consider to be the best interests of the company which, in this context, means its potential 
investors”. 

 Justice Jones extended directors’ responsibilities to on-going investors when the fund is up and running as well as 
to “potential investors”. The reality is that situations can occur where fund directors from the investment manager 
may be conflicted in relation to their own / firm’s interest versus the investors’ interests. These include valuations, 
side pockets, supervision and side letters. For example in relation to side letters, Justice Jones notes that “the 
execution of side letters is a complicated subject.... it is inevitable that investment managers will be under pressure 
to accommodate those seeking to impose side letters”. 

Due to potential conflicts of interest it is compelling that the fund directors that are related to the investment 
manager need “independent directors” on the board as they can assist with conflicts as they arise. Justice Jones 
concluded that not only must boards consider the best interests of investors over and above others but “minutes to 
be taken of the meeting which fairly and accurately records the matters which were considered and the decisions 
which were made,” i.e. the board must do the right thing, be seen to do the right thing, and be able to prove they 
did so. Without professional independent directors, who are of the right culture and motivation as discussed below, 
how can this process work so as to protect the “manager director”, his or her own assets and the investment 
manager’s business.
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Business Risk to Investment Managers and Personal Risk 
to “Manager Director”   
Will any type of independent director protect the investment manager and its representative director on the board?  
Absolutely not, according to Justice Jones. He or she must be a director who acts in a professional manner. 
What did the judge look for ?

(i)  Motivation and Culture:   If independent directors “were never paid any fees” or relatively low fees or have 
excessive numbers of directorships it  “tends to support  the Liquidator’s case that they never intend to perform 
their duties, or at least not in a serious way, and were merely lending their names to the Macro Fund”.  The judge 
examined in detail whether the director(s) “ behaved as if he had any intention of performing this duty”. 

(ii)  Skills & Experience:   “They must exercise care, skill and diligence” and “are expected to act in a professional, 
business-like manner”.  

(iii)  They and not others Must Supervise :    “Each individual director owes duties to the company to inform himself 
about its affairs…without subordinating those powers to the will of others”. They are “expected to acquire a proper 
understanding of the financial results”, ensure that the fund is “complying with whatever investment criteria and 
restrictions” and “that the various professional service providers are preforming their functions” etc.  “This means 
that they must do more than react to whatever problems may be brought to their attention” and “review in an 
inquisitorial manner and making appropriate enquiries of those involved”. They cannot merely provide “what 
counsel described as an ‘administrative service’”.  Boards must hear directly from all parties to the fund on a regular 
basis.

(iv)  Apply Their Minds:    Although Justice Jones did not expect the directors to be experts in every field he expected 
them to “apply their minds” to what they were doing and not rely solely on the explanations of the investment 
manager.  

(v)  Must Document:     Agendas and board packs must be prepared and there is “a duty to arrange for minutes to 
be taken” which allows a future “reader to understand the basis upon which the decisions were made” and how 
the fund was supervised. Justice Jones was damning in his conclusion that there was “no documentary evidence 
reflecting that these Directors ever sought to discuss or enquire about any subject at all”. The Judge concluded that 
the minutes in this case were “designed to give the impression that they were functioning as a board of directors, 
whereas in reality they had not read the material sent to them and had made no attempt to understand the Macro 
Fund’s financial condition”.  Justice Jones wanted evidence that the directors were doing their job properly.

Conclusion     
Investors are as nervous now as they have been over the last three years about the various risks they face. To attract 
and retain capital, investment managers should understand this and work with investors to mitigate operational 
risk through high standards of corporate governance. However, Weavering demonstrates that when it comes to 
corporate governance, the interest of the whole industry including investors, investment managers, their principals 
and directors are aligned, and it can be a win-win for all involved. Professional independent directors who are 
motivated to do the job properly are key to this.    

For a full transcript of the judgement please visit www.carnegroup.com/files/file/Weavering_judgment.pdf
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Appendix D: Transparency Report
Alternative Investment Corporate Governance
Investor Transparency Report: Business Model Information
Semi-Annual Reporting:  June 30 ____ or December 31____ , Year _______

Fund Level Information

1 - Fund Information

Investment Manager:

Manager Domicile:

Fund:

Fund Domicile:

Total directors on fund:

Total external Independent directors:

Frequency of Board Meetings (quarterly, annually, other):

2 - Director’s Role

Endorsing Portfolio Valuations (i.e. level 3 assets)

Monitoring performance and addressing style drift

Communicating with investors – that is, responding to investor’s ad hoc enquiries regarding governance 
of the fund or initiating contact with investors when circumstances require it

Attending a full  board meeting at least three times a year, including a face-to-face meeting

Keeping abreast of significant developments of the manager, including personnel changes and changes 
the business model or financial viability of the manager

Working directly with the service providers, including the auditors and administrator and receiving 
reports directly from them

2 - Director’s Role

Valuation Procedures

Review of Performance

Confirmation of the existence of pending litigation (fund specific)

Confirmation of the existence of pending insurance claims (fund specific)

Pending client transactions

Historical client transactions (ie sales and aum report)

Update on manager’s business and personel

Oversight of service providers (i.e. admin, auditor, etc)

Liquidity Profile

Leverage

Counterparty Risk

Compliance Policies

Potential Conflicts of Interests

Reviewing Investor Requests including side letters and waivers of terms

Do you consider the following to be part of your role/responsibilities for this Fund?

Board Meeting Agenda:
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3 - Client 
Acceptance Due 
Diligence

Physical meeting with the investment manager (at least annually?)

Review of investment guidelines and current portfolio

Understanding the scope of services provided by the administrator

Reference checks on key investment manager personnel

Consultation with domestic and offshore legal counsel

4 - Potential 
Conflicts of Interest

Does the Directorship Firm or any member of the Directorship Firm invest in any of the underlying client 
funds?

Is the Directorship Firm or any member of the Directorship Firm related to any member of the manage-
ment company in regard to any of the underlying client funds?

Has the Directorship Firm or other members of the Directorship Firm entered into other commercial ar-
rangements with the manager that represents a conflict of interest?

Has the Directorship Firm or members of the Directorship Firm had an ownership or management rela-
tionship in any of the underlying client funds’ administrators’?

Has the Directorship Firm or members of the Directorship Firm had an ownership or management rela-
tionship in any of the underlying client funds’ legal counsel?

Has the Directorship Firm or members of the Directorship Firm had an ownership or management rela-
tionship in any of the underlying client funds’ auditors’?

5 - Client Litigation

Has the firm or member of the firm been involved in fund related litigation?

Has the firm or member of the firm been involved in NON-fund related litigation?

In what jurisdiction(s) have these been filed?

On a fund level basis, what is the total number of funds where litigation has occurred?

Of the total number above, how many would be considered currently active?

6 - General Firm 
Information

Name of Company (if applicable)

Office Location(s)

Operating History (years)

Affiliated Entities:

% of business dedicated to corporate governance practice

7 - Human 
Resources

Total Number of Employees

Individuals Serving as Directors

Average Years of Financial Services Experience

Support Staff

Average Years of Financial Services Experience

Director Firm Level Information 
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8 - Directorship 
Capacity

Total Existing Directorship Appointments

Average Appointments per Director

Total Existing Relationships

Highest Existing Number of Appointments (individual director level)

Lowest Existing Number of Appointments (individual director level)

Total Capacity of Appointments (assuming static resources)

9 - Director  level 
Information

Fund Director

Directorship Firm (if applicable)

Education and Professional qualifications

Years of Professional Experience

Total Existing Directorship Appointments

Total Existing Investment Manager Relationships

11 - Fund Domiciles

% Cayman Islands

% Ireland

% Luxembourg

% Malta

% BVI

% Bermuda

% Other

12- Fund Types

Hedge Funds

Fund of Funds

Private Equity

UCITS Funds

Other

10 - Board Meeting 
Frequency (over 
preceding two 
year period)

% Quarterly Board Meetings

% Semi-Annual Board Meetings

% Annual Board Meetings

% Corporate Governance by Resolution Only

Director Level Information 



Cayman Islands:                             
Carne Global Financial Services (Cayman)
Limited 
PO Box 30872
Grand Cayman KY1 – 1204, Cayman 
Islands

Contact: Peter Heaps
Managing Director
Tel: +1 345 769 9900 
Mobile: +353 87 617 7343 
peter.heaps@carnegroup.com 

Dublin:  
Carne Global Financial Services Limited
2nd Floor Block E Iveagh Court
Harcourt Road Dublin 2, Ireland

Contact: John Donohoe
Chief Executive Officer
Tel: +353 1 489 6802 
Mobile: +353 87 249 7969  
john.donohoe@carnegroup.com

Luxembourg:                    
Carne Global Financial Services 
(Luxembourg) S.a.r.l.
25B Boulevard Royal
L-2449 Luxembourg

Contact: Justin Egan
Managing Director
Tel: +352 26 732333 
Mobile: +352 661 321 661 
justin.egan@carnegroup.com

                                                           
  

London: 
Carne Global Financial Services (UK) Limited
City Tower, 40 Basinghall Street
London EC2V 5DE, UK

Contact: Aymeric Lechartier
Managing Director
Tel: +44 207 618 8382  
Mobile: +44 77884 08136 
aymeric.lechartier@carnegroup.com

Switzerland: 
Carne Global Financial Services (Switzerland) 
GmbH
c/o Confidas Treuhand AG
Gubelstrasse 5, PO Box 1524
6301 Zug, Switzerland

Contact: Aymeric Lechartier
Managing Director
Tel: +44 207 618 8382  
Mobile: +44 77884 08136  
aymeric.lechartier@carnegroup.com

New York:                                         
Carne Global Financial Services Limited
PO Box 851
Spring Lake
NJ 07762 USA 

Contact: Joe Hardiman
Managing Director
Mobile: +1 732 642 5808 
joe.hardiman@carnegroup.com                                               
  

Carne Contacts


