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CIMA commissioned Ernst & Young Ltd. to conduct this survey as part of a wider
effort to consult with local industry associations and other interested stakeholders on
corporate governance proposals that aim to enhance and clarify the standards and
provide greater transparency in the Cayman Islands financial services sector.

The survey sought views from the investment funds industry on the current corporate
governance standards and practices and the regulatory framework pertaining to the
Cayman Islands funds sector. The response was overwhelming, with more than 170
hedge fund managers, investors, directors and various service providers providing
feedback, demonstrating that corporate governance practices underpin the viability
of the sector.

Given that responses came from a cross section of stakeholders, it is hardly surprising
that a wide range of opinions and suggestions emerged regarding the issues under
discussion. For instance, although responses indicated that current corporate
governance practices warranted improvements, there was no definitive conclusion on
whether improvements should come by way of more standards or minor amendments
to those currently in place. Further, an integral part of this survey centered on the topic
of limits. In general, survey participants thought capacity was an issue for the sector,
but were divided on whether implementing a limit would be of value to the investment
funds sector. More respondents were in favor of a regulatory standard requiring the
number of fund directorships held by a director to be disclosed.

Key highlights of the findings include:

Directors’ expertise/knowledge and independence are at the heart of corporate
governance and considered to be the most important elements by those polled.

Ensuring directors had sufficient time to apply themselves to every board was a
concern for a large percentage of stakeholders, even directors.

Investors are increasingly demanding more information to assess the robustness
of corporate governance standards and frequently do not receive their requested
information for due diligence purposes in all circumstances.

While divided on whether setting a limit on directorships held would be beneficial
to the fund sector, those in support of a limit were more in favor of a limit based on
manager relationships.

Of those stakeholders who wanted more transparency on the number of
directorships held by directors, two-thirds preferred that this be divulged by way of
a CIMA-managed database.

A great benefit of conducting this survey is that the compilation of results allows
CIMA, and the sector at large, to see the dynamic and diverse opinions of the
various stakeholder groups on a collective and segmented basis. The results reveal
significant insight on the sentiments of stakeholders and show where commonalities
exist or discords lie among them on the various matters polled.

It is CIMA’s responsibility to regulate in a manner that meets international standards,
taking into consideration diverging views of the investment funds sector and
facilitating the continued well-being of this industry. The feedback received from the
survey, together with the feedback received from the wider public consultation, will
form an integral component of our considerations when finalizing future corporate
governance standards and policy.

We are grateful to members of the industry who took advantage of this opportunity
to contribute toward shaping the future of the investment funds regulatory framework
in a manner that retains the Cayman Islands’ position as the leading jurisdiction for
investment funds formation.

Cindy Scotland
Managing Director
CIMA
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Greenwich Associates conducted the survey between
January and February 2013 with professionals in
North America, the Cayman Islands, Europe and
Asia-Pacific. There were 179 respondents to the
survey; 143 completed the survey online and 36 by
telephone.

The survey was commissioned by the Cayman
Islands Monetary Authority to provide stakeholders in
the Cayman Islands funds sector with an opportunity
to communicate their views on particular aspects

of corporate governance practices in the Cayman
Islands and to record these insights and opinions.
The scope of the survey encompasses the entire
range of the diverse stakeholders in the sector,
including hedge fund managers, investors, directors
and service providers, such as administrators,
lawyers, accountants and other business support
service professionals.

The results of the survey are segmented in two parts:
one detailing responses on corporate governance
practices and one detailing responses to questions
about limits on directorships.

Respondent profile

Hedge
fund

managers

57

Investors

28

Directors

32

Service
providers

62
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Corporate Governance Standards




What do you consider to be the three most important elements when you are assessing the
corporate governance practices of the board and directors of a Cayman Islands-domiciled fund?

Having directors with sufficient
knowledge and experience

Independence of directors

Ensuring directors have sufficient time
to fully apply themselves to every board

Effective management of
conflicts of interest

Ensuring business practices adhere
to legal and regulatory requirements

Appropriate systems and controls
to manage and mitigate risk

Regularity of board meetings

Comprehensive risk
management deliberations

Sufficient documentation of
board discussions

Developing a relevant agenda
for board meetings

Effective follow-up on
board resolutions

4% 1] Hedge fund managers (57)
Investors (28)

7 Directors (32)

4% M Service providers (62)

Industry stakeholders are
largely aligned on their
views of current corporate
governance practices

Hedge fund managers, investors, directors and
service providers are generally consistent in
what they consider to be the most important
elements necessary to assess corporate
governance practices of the board and directors
of a Cayman Islands hedge fund.

Investors place more emphasis on the
independence of directors and their ability to
manage conflicts of interest compared to other
stakeholders.

A greater percentage of directors noted

the importance of having sufficient time to
adequately dedicate themselves to every board
on which they sit.




Dil‘CCtOl‘ knowledge and What do you consider to be the three most important elements, top strengths and weaknesses
independence are seen as

when assessing the corporate governance practices of the board and directors of a Cayman
Islands-domiciled fund?

L[]
key str CngthS, bUt dll' ector Assessing corporate governance practices — total (179)
[ ] [ ] [ ]
capacity is viewed as a
weakness of the sector Most important
Weaknesses Strengths elements
Director knowledge and independence were
deemed to be the most important elements and Having directors with sufficient 55% 81%
are seen as net strengths of the sector. knowledge and experience
Respondents are confident that business Independence of directors 44% 58%
practices in the Cayman Islands funds sector
adhere to legal and regulatory_ requirements, o Ensuring directors have sufficient time . .
though only one-quarter rank it as one of the 0 to fully apply themselves to every board o Yo
most important elements.
. . . . Effective management of
Director capacity — the third most important conflicts of infterest 18% 32%
element — is perceived 10 be the Sector's | T B
biggest weakness. Ensuring business practices adhere
99 to legal and regulatory requirements 40% 24%
Appropriate systems and controls o
to manage and mitigate risk 17% 22%
Regularity of board meetings 22% 13%
Comprehensive risk o
management deliberations 8% 8%
Sufficient documentation of
board discussions 14% 7%
Developing a relevant agenda o
for board meetings % 4%
Effective follow-up on o o
board resolutions 6% 2%
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What do you consider to be the three most important elements, top strengths and weaknesses
when assessing the corporate governance practices of the board and directors of a Cayman

Islands-domiciled fund?

Assessing corporate governance practices — hedge fund managers (57)

Most important

Weaknesses Strengths elements
Having directors with sufficient

0, 0, 0,

5% knowledge and experience 65% 84%

11% Independence of directors 51% 61%
Ensuring directors have sufficient time o

49% to fully apply themselves to every board 18% 40%

Effective management of

0, 0, 0,

25% conflicts of interest 16% 28%

Ensuring business practices adhere

1% to legal and regulatory requirements 40% 28%
Appropriate systems and controls o

25% to manage and mitigate risk 9% 21%

19% Regularity of board meetings 28% 9%
Comprehensive risk o

28% management deliberations 5% 2%

Sufficient documentation of

12% board discussions 18% 16%
Developing a relevant agenda o

14% for board meetings 4% 5%

14% Effective follow-up on 7% 4%

board resolutions

Hedge fund managers

see knowledge and
independence of directors
as a strength and director
capacity as a concern

Having directors with sufficient knowledge
and independence are the two most important
elements hedge fund managers use to assess
corporate governance standards, and at least
50% of hedge fund managers listed them as a
strength of the sector.

Hedge fund managers are also confident that
business practices in the Cayman Islands
adhere to legal and regulatory requirements,
though that element is seen as less important
than others in assessing corporate governance
practices.

Hedge fund managers listed director capacity as
the third most important element in assessing
the sector’s governance practices, yet they see
it as the sector’s biggest weakness.

Managing conflicts of interest and risk-
management policies and deliberations were
seen as weaknesses by about one-quarter of
hedge fund managers.




Investors are also
concerned about director
capacity and are split

on whether directors’
independence is a strength
or a weakness

Directors’ knowledge and experience is one

of the most important elements for investors
and is seen as a net strength. Other than that,
only ensuring that business practices adhere to
legal and regulatory requirements was viewed
positively by a significant number of investors
(though it was much less important overall).

Director independence is listed as the most
important element, although as many investors
say it is a weakness of the sector as say it is

a strength.

Investors overwhelmingly believe that directors
do not have enough time to dedicate themselves
fully to each board, and a number also

believe that there needs to be more effective
management of conflicts of interest.
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What do you consider to be the three most important elements, top strengths and weaknesses
when assessing the corporate governance practices of the board and directors of a Cayman

Islands-domiciled fund?

Assessing corporate governance practices — investors (28)

Most important

64%

Weaknesses Strengths elements
e e o8%
"""""""""""""""""""""""""""""""""""" I
to Tl apply themseives o every bomrd | | % 46%
 onfici of merest 14% 46%
””””””””””””””””””””””””””””””” é;;’;;agg’;;;i’;;;;;}’a’;t;;;;;;’h’e};”" —
o legal and regulatory requirements
*************************************************** bl R
Regularity of board meetings 18% 7%
management delberations 1% 1%
e et f 0%
] e e o
%




c c 'There should be more transparency

with respect to the number of directorships (and relationships with
managers) and ‘independence’” qualifications for diretors, which would
mitigate conflicts of interest. But the guiding principle should remain

investor choice rather than specific rules-based regulations. ) )

— Investor, Americas

CC Any statement of best practice or
guidance on corporate governance

standards should apply to all fund types

including partnerships and trusts that are funds and not just corporate
entities. These standards need to address disclosure so that investors can
make informed decisions but should not set hard criteria as that would limit

flexibility and could make Cayman less attractive for investors. ) )

— Service Provider, Americas




Dil‘CCtOl‘S are also What do you consider to be the three most important elements, top strengths and weaknesses
when assessing the corporate governance practices of the board and directors of a Cayman
Islands-domiciled fund?

concerned about capacity

and I eglllal' ltY Of boar d Assessing corporate governance practices — directors (32)
meetings

Most important
A majority of directors believe that knowledge Weaknesses Strengths elements

and independence of directors are key strengths

of the Cayman Islands funds sector.

Having directors with sufficient 56% 84%
A significant proportion of directors see capacity knowledge and experience
as a very important element but also view it as || e
the biggest weakness in the sector — in fact, to Independence of directors 56% 56%
the same extent as investors do.

. . . Ensuring directors have sufficient time o
Directors see regularity of bo_arc_i meetings as a 63% to fully apply themselves o every board 28% 66%
weakness as well. Overall, this is seen as the
second biggest weakness in the sector. Effective management of 19% 259

. . . conflicts of interest ° o
On a net basis, more directors believe that | e
the sector’s governance practices may not be Ensuring business practices adhere 319% 19%
- - n - i (o]
effective at managing conflicts of interest than o legal and regulatory requirements
seeitasastrength. N S
Appropriate systems and controls 19% 13%
to manage and mitigate risk ° o
Regularity of board meetings 13% 22%
Comprehensive risk o
management deliberations 9% 13%
Sufficient documentation of
board discussions 16% 0%
Developing a relevant agenda o
for board meetings 9% 3%
Effective follow-up on o o
board resolutions 6% 0%
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What do you consider to be the three most important elements, top strengths and weaknesses
when assessing the corporate governance practices of the board and directors of a Cayman
Islands-domiciled fund?

Service providers are also
concerned about director
capacity, but less so than

Assessing corporate governance practices — service providers (62)

Most important

other sector stakeholders

Weaknesses Strengths elements . . . . ,
Service providers view directors’ knowledge
and experience as the most important element
Having directors with sufficient 55% 82% necessary to assess corporate governance
knowledge and experience standards and view them as a net strength of
""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""""" the sector. No other element was mentioned
Independence of directors 39% 45% as being important by more than half of the
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, service providers.
Ensuring directors have sufficient time o . .
47% to fully apply themselves to every board 15% 37% S_erwce prowd_ers are also concerned about
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, director capacity, though to a lesser degree
Effective management of 219% 34% than other stakeholders are.
conflicts of interest °
Ensuring business practices adhere 0
to legal and regulatory requirements 40% 31%
Appropriate systems and controls o
to manage and mitigate risk 26% 31%
Regularity of board meetings 23% 16%
Comprehensive risk o
management deliberations 10% 10%
Sufficient documentation of o
board discussions 10% 7%
Developing a relevant agenda 0
for board meetings 7% 3%
Effective foIIow-_up on 29, 29,
board resolutions




c c It is not a situation
where one size fits all.

Funds and directors should be transparent
and disclose to investors if asked the question.
If there is no transparency or the replies are
unacceptable to the investor, the investor still

has the option to invest or not to invest. ) )

— Director, Americas




What information is needed to assess the robustness of the corporate governance standards in a

Cayman Islands-domiciled fund?

Robustness of corporate governance standards

Experience and qualifications
of director

List of directors of the board

Previous/current/pending legal, regulatory or
enforcement actions, bankruptcies/sanctions

Number of directorships held by each
director in Cl-domiciled funds

List of responsibilities/activities
formally delegated by board

How regularly service providers
attend directors’ meetings

Number of board meetings
scheduled/held in the past

Statements outlining general/specific
responsibilities of director(s)

Directorships held outside of funds sector

Details of relevant fund policies/procedures

Whether agenda for each meeting
is circulated in advance

Calendar of scheduled board meetings

Total = 179 respondents

92%

Detailed information

on the directors is key
in assessing corporate
governance standards

Almost all respondents want to know who the
directors are and their relevant qualifications
and experience in order to assess the
robustness of corporate governance standards.

Approximately two-thirds of respondents consider
information on legal or enforcement actions —
whether previous, current or pending —

and the number of directorships held by each
director as important information for their
corporate governance due diligence process.




All four stakeholder

groups agree as to what
information is needed

to assess corporate
governance practices

Each segment generally has the same
expectations about what information is needed
to assess corporate governance practices.
However, whereas nearly all investors and hedge
fund managers would like a list of directors of the
board, only two-thirds of directors believe it is
necessary.

Overall, investors are seeking more information
across a wider array of issues than managers or
directors would suggest is necessary.

And nearly all investors want to know the number
of directorships held by each director and any
previous, current or pending legal or regulatory
actions involving the directors.
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What information is needed to assess the robustness of the corporate governance standards in a

Cayman Islands-domiciled fund?

Assessing robustness of corporate governance standards

Experience and qualifications of director

List of directors of the board

Previous/current/pending legal, regulatory or
enforcement actions, bankruptcies/sanctions

Number of directorships held by each
director in Cl-domiciled funds

List of responsibilities/activities
formally delegated by board

How regularly service providers
attend directors’ meetings

Number of board meetings
scheduled/held in the past

Statements outlining general/specific
responsibilities of director(s)

Directorships held outside of funds sector

Details of relevant fund policies/procedures

Whether agenda for each meeting
is circulated in advance

Calendar of scheduled board meetings

93%
96%
94%
87%

86%
93%
63%
84%

56%
86%
56%
61%

65%
89%
2%
42%

47%
"M%
41%
47%

44%
1%
47%
44%

47%
68%
50%
37%

37%
68%
31%
39%

37%
68%
28%
26%

37%
61%
28%
29%

28%
43%
28%
18%

12%
54%
13%
7%

[l Hedge fund managers (57)
Investors (28)

[7 Directors (32)

M Service providers (62)



What information is needed to assess the robustness of the corporate governance standards in a
Cayman Islands-domiciled fund? As an investor, when assessing the robustness of the corporate
governance standards of Cayman Islands-domiciled funds, what information do you request and

not receive?

Assessing robustness of corporate governance standards — investors (28)*

Experience and qualifications
of director

List of directors of the board

Number of directorships held by each
director in Cl-domiciled funds

Previous/current/pending legal, regulatory or
enforcement actions, bankruptcies/sanctions

How regularly service providers
attend directors’ meetings

List of responsibilities/activities
formally delegated by board

Directorships held outside of funds sector

Number of board meetings
scheduled/held in the past

Statements outlining general/specific
responsibilities of director(s)

Details of relevant fund policies/procedures

Calendar of scheduled board meetings

Whether agenda for each meeting
is circulated in advance

* Second question asked of investors only

14%

1%

21%

14%

25%

18%

21%

21%

25%

21%

96%
93%
89%
46%
86%

71%

71%
68%

39%
68%
68%
61%
54% [ Information needed
H Requested but
43% not received

Half of investors do

not receive requested
information regarding
number of directorships

held

Though investors request a wide range of
information, they also receive most of it.

However, nearly half of investors do not receive
information on the number of directorships

held by each director, which may lead to
questions about director independence, conflicts
of interest, and their capacity to dedicate
themselves to each board.




Hedge fund managers

are more confident

about current corporate
governance practices than
are investors, directors and
service providers

Nearly two-thirds of hedge fund managers think
that corporate governance practices in the sector
are fit for purpose.

Investors seem to be more cautious; more than
80% believe that corporate governance practices
could benefit from improvement, with half saying
that they are at least somewhat inappropriate.

Furthermore, two in three directors and service
providers recognize room for improvement.
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Relative to your expectations and objectives, do you consider the corporate governance practices of

the Cayman Islands funds sector to be:

View of corporate governance practices

Outstanding

Fit for purpose

Appropriate, but would benefit
from some improvement

Somewhat inappropriate/requires
improvement to meet future
market expectations

Entirely inappropriate/requires
improvement to meet future
market expectations

Don’t know/uncertain

54%

48%

54%

0%
7%

™ 5%

0%

Il 2%
3%
0%

rz%

[ Hedge fund managers (57)
Investors (28)

1 Directors (32)

H Service providers (62)



Do you believe the Cayman Islands funds sector requires more, fewer or no material changes to
current corporate governance regulatory standards?

View on change in governance standards

71%

M More standards
Fewer standards

B No material change

Total (179) Hedge fund Investors (28) Directors (32) Service providers (62)
managers (57)

If you support more standards, what type of standards would benefit the Cayman Islands funds
sector the most?

Type of standards desired

90%

73%
67%

60%

56% g, 6%

44%

37% 37% M Hedge fund managers (18)

30% Investors (20)

W Directors (15)

22% 22% 20% 22%

M Service providers (27)

CIMA rule on Funds-specific Industry-owned Corporate
corporate governance CIMA guidance code of conduct governance laws

On balance, investors
want more standards
while hedge fund
managers do not.
Directors and service
providers are split.

As investors are the most adamant that
corporate governance standards are not fit for
purpose, they are also the group pressing the
most for more standards.

Hedge fund managers, on the other hand,
are more confident that current standards are
sufficient, and only one-third think that there
should be an increase.

Directors and service providers are split 50/50
on the need for more standards.

There is general agreement that standards
should come in the form of a CIMA rule or fund-
specific CIMA guidance. However, a significant
number of investors would also support an
industry-owned code of conduct.




Independence 1s dl'iViIlg If you support more standards, what minimum standards would benefit the Cayman
desired minimum

Islands-domiciled funds sector?

standards Minimum standards to benefit Cayman Islands-domiciled funds sector
Among those that support minimum standards, Minimum
a majority of respondents in each segment favor s%te;nflargg
minimum standards on independence. _(Total = 80)
Investors tend to favor more minimum standards 61%
Independence standards 80%
than other types of respondents. e standards - 69%
Four out of five investors and a majority of 63%
managers and service providers favor standards e
to help manage conflicts of interest. Fewer » ,
. Minimum number of 60% 60%
directors favor such standards. independent directors 67% 0
. . . 56%
A large majority of investors would also like to | B
see standards set for the minimum number of 61%
board meetings per year. Managing conflict of 80%
gsp y interest standards 40% 60%
Though directors also think capacity is an issue 56%
for the sector, nearly half still want a Cayman 44/ """"""""""""""""""""""""""""""""""""""""""
Islands-residency requirement for at least one - 0 5
. Minimum number of board 70% 49Y%
director per board. meetings per calendar year 40% o
41%
33%
Minimum number of 50%
board directors 47% 38%
26%
39%
Minimum number of in-person 50% o
board meetings per calendar year 27% 33%
19%
6%
Cayman Islands residency requirement 10% 14%
for at least one director per board 47%
4%

¥ Hedge fund managers (18) Investors (20) [ Directors (15) M Service providers (27)
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When considering the independence of a director, is it important to implement regulatory standards
requiring a director to hold positions for more than one manager, or that no more than 50% of their
revenue relate to one manager (25% when the services are provided by a company) or to implement
an “independence” standard similar to this?

Important to implement regulatory standards regarding director positions held

Hedge fund managers (57) 51%

50%
Investors (28)
M Yes

No
50% Il Don't know/uncertain
Directors (32) 44%

45%

Service providers (62) 48%

There does not seem to

be a clear consensus as to
whether there should be
standards on how much of
a director’s income relates
to one manager

Respondents are evenly split between whether
there should or should not be regulatory
standards around requiring that a maximum

of 50% of a director’s revenue relates to one
manager.

Investors tend to be modestly more in favor of
such a regulation while hedge fund managers
are modestly opposed. Service providers are
evenly split.




imit on Directorships Held
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Would a limit on the number of directorships held (whether based on an absolute number
or number of manager relationships) by a director in the Cayman Islands funds benefit the
Cayman Islands funds sector?

Impact of limit on number of directorships held

No benefit

55%

Yes, either based on an
absolute number of
directorships or number
of manager relationships

58%
Based on an

absolute number
of directorships

Based on number
61% of manager
relationships

39%

Undecided

[ Total (179)

Hedge fund managers (57)
Investors (28)

¥l Directors (32)

M Service providers (62)

Managers and investors
believe a limit on the
number of directorships

held would benefit the

sector

About half of the respondents believe that a

limit on the number of directorships held would
benefit the sector, including about 60% of hedge
fund managers and investors.

For those stakeholders who think a limit would
be beneficial, more think that limit should be
based on manager relationships rather than
the number of directorships held. Hedge fund
managers typically prefer this limit to be driven
by the number of manager relationships, while
investors are evenly split.

Directors are more evenly split, with the
same number of directors opposing a limit as
supporting one.

The majority of service providers, however, do
not feel that a limit would benefit the sector.




Limits are seen as a means
to ensure sufficient director
capacity and improve the
reputation of the sector ...

Of those that agree there should be a limit,
nearly all respondents believe that limits on the
number of directorships would have three main
benefits: ensuring sufficient director capacity,
enhancing the reputation of the sector and
improving corporate governance practices.
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If you support a limit, do you think a limit on directorships (whether based on an absolute number or
number of manager relationships) in Cayman Islands funds would have one or more of the following
effects on the Cayman Islands funds sector?

Effects of limits on number of directorships held

Total (85)

HF managers (33)

Investors (17)

Directors (14)

Service providers (21)

Total (85)

HF managers (33)

Investors (17)

Directors (14)

Service providers (21)

Total (85)

HF managers (33)

Investors (17)
Directors (14)

Service providers (21)

Provide greater assurance that directors have capacity
to oversee funds of which they are directors

N

9%

6%

5%

Enhance reputation of Cayman Islands funds sector

7%

12%
M Yes
No

Il Don't know/uncertain

Contribute to improved corporate governance practices

7%

9%



If you support a limit, do you think a limit on directorships (whether based on an absolute number or e and a majority Of
number of manager relationships) in Cayman Islands funds would have one or more of the following
effects on the Cayman Islands funds sector?

respondents see additional
benefits of limits on

Effects of limits on number of directorships held

L] L]
N - directorships
Lead to increase in demand for directorship
service providers
ot (¢5) 7 A smaller majority of respondents point to
a number of additional benefits of a limit on
HF managers (39 [ 5% s
Orctors (14 Interestingly, most expect an Increase In
Seni idors (21) _ e demand for dlreCtorShlp service prOVIderS, yet
ervice proviaers O ° . .
P there is clearly some uncertainty among hedge
fund managers and investors that increased
Lead to more efficient due diligence process for demand would lead to the entry of additional
investors seeking information on directors’ capacity experienced directors
ol 09 2 R S tlore e Service Broviters beliove that
irectors and service providers believe tha
ETE limits will reinforce the objective to apply
investors (17) [ s 29% appropriate and balanced regulation, and
Directors (14) o directors believe they will make due diligence on
Service providers (21) G 33% director capacity more efficient.
M Yes
Reinforce objective to apply appropriate and/or N
balanced regulation M Don't know/uncertain
Directors (14)

Lead to entry of experienced directors to fill demand

Total (85) 20%

HF managers (33) 24%

Investors (17) 35% 24%

7% W&

Directors (14)

o
)
B

Service providers (21) 19%




Perceptions of limits vary
across stakeholder groups

There is little conformity in views on what limits
are reasonable.

Among those respondents who felt a limit
should be based on the number of manager
relationships, hedge fund managers tend to
cluster around lower ranges than do other types
of respondents, with 70% supporting a limit of
fewer than 20.

Directors cluster between limits of 20 and

40 manager relationships, service providers
between 11 and 30, and investor responses are
more diverse.

Of the respondents who supported a limit
based on the number of directorships, investors
seem to support lower limits than other types of
respondents, with 75% stating that they’d like to
see it set at fewer than 25.

Hedge fund managers tend to prefer a higher
limit (26—50) of directorships.
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If you support a limit based on number of manager relationships, what do you consider to be a

reasonable limit?

Reasonable limit on number of manager relationships

37%
35% 35% 339% 33%
29% 27%
23%
19% 19%
° 17% °1 5% 18%
0, 0, 0 0y 0
1% 1% 1% 10% &% 1% o 1% 9%
0% 0% % 0% . % 0% B 0%
b 0% o o o
Fewer than 10 11-20 21-30 31-40 41-50 More than 50

I Total (52) Hedge fund managers (26) Investors (9) M Directors (6) M Service providers (11)

22%
17%

9% 9%
3%

Don’t know/uncertain

If you support a limit based on an absolute number, what do you consider to be a reasonable limit?

Reasonable limit on number of manager relationships

2%

10%

38% 380, 40%
31%
a 25% 249,25% 25%
18% 20%
14%. 13%1 0% 10% o 13% . 0% 14%
6%
0% 0% 0% 0% 0% 0% 0% . 0% 0% ._
Fewer than 10 11-25 26-50 51-75 76-100 More than 100 Don’t know/uncertain

I Total (33) Hedge fund managers (7) Investors (8) M Directors (8) M Service providers (10)



C € The investors’ perception of the
directorship industry will improve.

Transparency will improve as well. It will also address investors’
concerns about the ability of directors to properly fulfill their duties
and protect investors’ interests if they sit on too many boards. ) )

— Hedge Fund Manager, Europe

q Transparency will be better over
hard limits.

No two hedge funds are alike and investors and managers simply
need enough information to ask informed questions and make
informed decisions. The use of corporate directorships to get around
any transparency requirements would be a massive step backwards
and would further support the criticism of Cayman directors not

adding any substantive value to hedge funds. ) )

— Investor, Americas




For those who oppose
limits, increased fees and
entry of inexperienced
directors are the biggest

concerns

Hedge fund managers, investors and directors
overwhelmingly believe that limits on the number
of directorships would increase fees and lead to
inexperienced directors entering

the sector.

There is a split among hedge fund managers as
to whether limits would cause them to choose
alternative jurisdictions, but this is a significant
concern for directors.
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If you do not support a limit, do you think a limit on directorships in Cayman Islands funds would

have one or more of the following effects on the Cayman Islands funds sector?

Negative effects of limits on number of directorships held

Total (77)
HF managers (20)
Investors (8)
Directors (15)

Service providers (34)

Total (77)
HF managers (20)
Investors (8)

Directors (15)

Service providers (34)

Total (77)

HF managers (20)
Investors (8)
Directors (15)

Service providers (34)

Total (77)

HF managers (20)
Investors (8)
Directors (15)

Service providers (34)

Lead to increased fees due to regulatory changes

13%

6% VA

Lead to entry of inexperienced directors to fill demand

8% 17%

15% 15%

12% 12%

1

@
B

20%

Cause managers to choose an alternative jurisdiction

22%

30%

38%

13%

18% 23%

Lead to possible exit of experienced independent
directors from the market

e 40%
L% 50% 25%

M Yes
No

Il Don't know/uncertain



Would the Cayman Islands funds sector benefit from having a regulatory standard or requirement
compelling funds to divulge to investors the number of fund directorships held by their directors?

Regulatory standard or requirement to divulge number of directorships

Total (179)

Hedge fund managers (57)

86%

Investors (28)

Directors (32)

I Yes
No

Service providers (62) W Don't know/uncertain

Most are in favor of a
requirement to divulge
the number of fund

directorships held

Approximately half of hedge fund managers
and directors support a requirement to divulge
the number of directorships held by a fund’s
directors. However, a quarter are still against
such a proposal.

As director capacity is investors’ number one
concern, almost all support a requirement to
divulge the number of directorships held.




c c [ would want the

number of directorships
made public

and let the investors decide on the number they
are comfortable with. I believe CIMA should

regulate (require) relevant transparency and then

let the market decide on any limit. ) )

— Administrator, Americas




If you agree that the number of directorships held should be divulged, what do you consider to be the
most effective and efficient method of communicating this information?

Methods of communication

64%

CIMA-managed

public database 83%

67%

Offering memorandum

Upon inquiry

[ Total (103)
Hedge fund managers (28)
Investors (24)

1l Directors (18)

Information statement B Service providers (33)

A CIMA-managed
database is the preferred
method of communicating

Most stakeholders who think the number of
directorships should be divulged want the
information to be stored in a CIMA-managed
database.

However, a smaller, but nevertheless significant,
number of respondents cited an offering
memorandum, upon inquiry, and an information
statement as acceptable ways to communicate
this information.




There is no clear consensus
on whether notification of
changes needs to be legally
mandated

A slightly larger proportion of respondents favor
notification, though 40% still oppose such a
requirement.

For those who support naotification, most
believe that notification should only come when
the change reaches a de minimis threshold
(generally 5—10).

Investors want to be updated more frequently,
with one-quarter supporting notifications after
every change.
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If you support divulging the number of directorships, and if the number of directorships were
communicated in the offering memorandum and the stipulated number of directorships changes, do
you think this change should be accepted as a change that materially affects the information in the
offering memorandum, thereby activating a legal requirement in the Mutual Funds Law to report the
change to CIMA within 21 days?

Change in number of directorships reported to CIMA

41%
39%
No

Yes, for every change

41%
47%
42%
45%
45% 1 Total (103)
Hedge fund managers (28)

Yes, but only after the
change reaches a
de minimus threshold

Investors (24)
[ Directors (18)

Don't know/uncertain B Service providers (33)




If you support divulging the number of directorships held, do you think there should be a periodic
update to investors on the total number of directorships held?

Periodic updates to investors on number of directorships

Total (103)

Hedge fund managers (28)

88%

Investors (24)

Directors (18)

I Yes
No

Service providers (33) H Don’t know/uncertain

Most respondents,
however, favor routine
updates

More respondents favor a periodic update on
the number of directorships held by a fund’s
directors rather than notification based on
changes.

Investors are overwhelmingly in favor of this
requirement. Hedge fund managers and
directors generally support this as well, though
to a lesser extent.




There is a Clear Preference If you support periodic updates, in what form should the update be provided?
for a CIMA-managed

database f()r Pel‘iodic Methods of communication

updates

60%
A majority of respondents who support periodic

updates favor a CIMA-managed public database CIMA-managed
providing updates from funds on the number of public database
directorships held by their directors.

53%
76%

56%
Fewer prefer the updates in the form of an
information statement, an offering memorandum
or other form.

Information statement

Offering memorandum

[ Total (67)
Hedge fund managers (17)
Investors (21)

Other (e.g., annual report, 29% [ Directors (11)
DDQ, fund newsletter,

o Il Service providers (18)
upon inquiry)

28%
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CC Iris important to have
the information available.

As directors are registered with CIMA with each
new fund registration, a CIMA database could be
configured to update automatically. There should be
a requirement of each director to check and confirm
the accuracy of his or her entries at least annually.
Directors” on-line biographies should also show the

number, as these are more easily updated. ) )

— Director, Americas







CIMA Contacts

Mitchell Scott Sharon Marshall Tony De Quintal
Head of Policy & Development Public Relations Executive Chief Policy & Development Officer in
Direct line: +1 345 244 1526 Direct line: +1 345 244 1620 the Policy and Development Division
Email: m.scott@cimoney.com.ky Email: s.marshall@cimoney.com.ky Direct line: +1 345 244 1576
Email: t.dequintal@cimoney.com.ky it !
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