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Hedge Fund Working Group Issues Final Report 
 

The UK-based Hedge Fund Working Group (the 
“HFWG”) published its final report on hedge 
fund standards (the “Report”) on January 22, 
2008.1 The Report sets out 28 best practice 
standards for hedge fund managers (the “Stan-
dards”). The HFWG was set up in July 2007 and 
the Report follows the HFWG’s initial consulta-
tion paper issued in October 2007 (the “Consul-
tation Paper”). 

The Standards and Their Scope 

The Standards are aimed at UK hedge fund 
managers and purport to apply to fund manag-
ers only in respect of hedge fund management 
activity. The Standards make clear that they do 
not apply to other activities including, for ex-
ample, management of funds of hedge funds or 
segregated accounts. However, the HFWG ac-
knowledges that certain of the Standards may 
be appropriate for hedge fund managers to util-
ize in carrying out their other activities. Manag-
ers may want to consider the manner in which 
to apply the Standards where they have been 
appointed by a hedge fund platform to manage 
a pool of assets or where they are providing 
sub-advisory services to an unrelated hedge 
fund manager. 

The Standards generally reflect the proposals 
originally suggested in the Consultation Paper. 
However, there have been some significant re-
finements and improvements as a result of the 
consultation process. The Report clarifies that 
while the Standards have been motivated by 
concerns to ensure investor protection and 
awareness, it is acknowledged that ultimate 
responsibility for such matters, and the actions 

                                                 
1  Report available at 

http://www.pellin.co.uk/HFWG/HFWG-FINAL-
REPORT.pdf 

of a fund generally, rests with a fund’s govern-
ing body. As such, many of the Standards are 
expressed in terms that the hedge fund man-
ager should do what it reasonably can to enable 
and encourage the fund’s governing body to 
take certain actions, rather than requiring that 
managers ensure certain actions are taken (as 
was proposed in the Consultation Paper). 

The Standards purport to apply to all hedge 
fund managers that sign up, irrespective of size, 
assets under management, or length of estab-
lishment. However, some Standards include 
elements that take account of specific chal-
lenges facing smaller managers. Managers may 
choose not to comply with particular Standards 
provided they disclose why they are unable to 
comply with a particular Standard (the “comply 
or explain” regime). 

The Standards 

The Standards address five areas identified by 
the HFWG in the Consultation Paper as particu-
lar areas of concern for the industry: 

DISCLOSURE2—There should be transparency 
about fees payable by a fund and appropriate 
investor disclosure of a fund’s investment pol-
icy, associated risks, and commercial terms 
(including “material” side letter terms), as well 
as appropriate disclosure of information to a 
fund’s counterparties. In addition, references to 
a fund’s performance should contain appropri-
ate disclosure of any factors which may be ma-
terial to the robustness of the performance cal-
culation in situations where, in the view of the 
                                                 
2  Standards 1 – 4 

http://www.pellin.co.uk/HFWG/HFWG-FINAL-REPORT.pdf
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manager, a fund has material exposure to hard-to-
value assets. 

 VALUATION3—Valuation arrangements should 
address and mitigate conflicts of interest in re-
lation to asset valuation. The Report states that 
the most satisfactory way to achieve this is for a 
hedge fund manager to do what it reasonably 
can to enable the fund governing body to ap-
point an independent and competent third party 
valuation service provider. However, the Report 
acknowledges that in some cases it will not be 
possible in practice to achieve both independ-
ence and the required level of competence by 
appointing a third party valuation service pro-
vider. In circumstances where a manager de-
termines the value of any of a fund’s assets 
(whether by performing valuations in-house or 
providing final prices to a valuation service pro-
vider), the manager should operate a valuation 
function which is segregated from the portfolio 
management function and should explain its 
approach to investors. 

In addition, managers should do what they rea-
sonably can to enable and encourage the gov-
erning body of a fund to prepare, adopt and 
maintain a valuation policy document, which 
covers all material aspects of the valuation 
process and valuation procedures and controls 
in respect of the fund including, inter alia, valua-
tion procedures aimed at ensuring a consistent 
approach to determining fair value. 

If a fund uses “side pockets” for hard-to-value 
assets, managers should ensure that the fund 
governing body has been consulted on, and con-
sented to, the circumstances in which side 
pockets may be used. Managers should then do 
what they reasonably can to enable and encour-
age the fund governing body to adopt suitable 
procedures and practices in relation to the side 
pocket and the assets within any such side 
pockets. Managers and fund governing bodies 
will need to take care when considering side 
pockets if they intend to comply with the Stan-
dards since the Standard regarding side pock-
ets is relatively prescriptive. 
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 RISK MANAGEMENT4—Managers should put in 
place a risk framework, which sets out the gov-
ernance structure for its risk management ac-
tivities and specifies the respective reporting 
lines, responsibilities, and control mechanisms 
intended to ensure that risks remain within the 
manager’s risk tolerance (or risk appetite) as 
conveyed to and discussed with the fund gov-
erning body. The risk framework should cover 
all relevant categories of risk (including portfo-
lio, liquidity, market, counterparty, credit, op-
erational, and outsourcing risks). Managers 
should explain their risk framework and ap-
proach to managing risk and should do what 
they can to enable and encourage a fund’s gov-
erning body to explain that risk framework in 
the fund’s offering documents, which should 
also fully disclose all relevant risks. 

 GOVERNANCE5—Suitable and robust govern-
ance arrangements should be in place that are 
capable of dealing with potential conflicts be-
tween managers and investors. 

Prior to establishment of a fund, managers 
should seek to encourage and assist the fund 
governing body to identify and recruit members 
of the fund governing body with suitable experi-
ence and integrity to enable the fund governing 
body to be able to discharge effectively its role 
with the appropriate level of independence. 

Throughout the life of a fund, managers should 
be cognizant of the need for the fund governing 
body and governance processes to be effective 
and appropriate, advise the fund governing 
body accordingly, and do what it reasonably can 
to encourage and assist the fund governing 
body to make any changes which, in the light of 
such advice, the fund governing body considers 
to be necessary or desirable. 

In addition, managers should carefully consider 
the extent to which the adoption by the fund 
governing body of all or parts of established 
codes of corporate governance or other director 
guidance is appropriate and do what it rea-

                                                 
4  Standards 9 – 20 

5  Standards 21 – 22 
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sonably can to encourage and assist the fund 
governing body to act accordingly. 

 SHAREHOLDER CONDUCT, INCLUDING ACTIV-
ISM6—In relation to the conduct of a fund as an 
investor, managers should ensure that they 
have internal compliance arrangements de-
signed to identify, detect, and prevent breaches 
of market abuse laws and regulations. Manag-
ers should have a proxy voting policy which al-
lows investors to evaluate their approach. Man-
agers should not generally borrow stock in or-
der to vote. 

Maintenance of the Standards and  
Guidance 

The Standards are to be maintained by the Hedge 
Fund Standards Board (“HFSB”), which is currently 
being constituted. However, the role of the HFSB is 
limited to being keepers and custodians of the Stan-
dards, ensuring their transmission, and reviewing 
their relevance. Guidance on the Standards is to be 
sought from existing sources, such as AIMA. 

Complying with the Standards 

By signing up with the HFSB, managers will be ex-
pected to adopt the Standards on a “comply or ex-
plain” basis. The Report acknowledges that new start-
ups and/or smaller management concerns may find 
compliance impractical or unfeasible with certain 
Standards, and contains specific guidance on these 
instances. However, generally firms are treated on an 
equal footing and, provided an explanation for non-
compliance is reasonable in the view of person to 
whom it is made, an explanation for those instances of 
non-compliance will be accepted by the HFSB. A sig-
natory will have to maintain a written record of ex-
plaining instances of non-compliance to the HFSB or 
such other person as the HFSB may nominate. 

Managers who sign up to the Standards will need to 
consider carefully how to achieve compliance as well 
as the implications of increased compliance and legal 
obligations. Managers who do not sign up will need to 
consider the potential legal and regulatory risks to 
their businesses posed by the existence of these 

                                                 
6  Standards 23 – 28  

Standards (which a litigator or regulator may point to 
as an example of expected good industry practice). 

Status in the United States 

While the Standards are primarily aimed at UK-based 
and FSA regulated hedge fund managers, the Report 
expresses the HFWG’s hope that the Standards would 
be accepted by managers on a wider basis. The ongo-
ing fulfilment of this aim is one of the tasks of the 
HFSB. The Standards currently have no standing or 
authority in the United States, however, and are not 
expected to in the future.7 

The HFSB is charged with engaging with similar hedge 
fund standards programs around the globe, most no-
tably the President’s Working Group in the United 
States, whose final report is expected in the coming 
months. When released, it is possible that the Stan-
dards may be modified to more closely fit with the 
President’s Working Group’s report.  

   

For More Information 

Anyone wishing to know more about the Standards  
and the potential impact of the Standards on  
their business should contact Peter Astleford  
(+44 (0) 20 7184 7860; peter.astleford@dechert.com), 
Stuart Martin (+44 (0) 20 7184 7542;  
stuart.martin@dechert.com), Jennifer Epstein  
(+44 (0) 20 7184 7403); jennifer.epstein@dechert.com), 
Keith T. Robinson (+1 852 3518 4705; 
keith.robinson@dechert.com), or their usual Dechert  
contact.

                                                 
7  It should that be noted that even in the UK, the  

Standards only represent industry best practice guid-
ance. Compliance with the Standards in the UK provides 
no protection from actions by the Financial Services  
Authority. 
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For more information, please contact the authors, one of the attorneys listed, or any Dechert attorney with whom you 
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