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• high watermarks and hurdles; and re-sets of these; 
 
• fees of third party service providers such as custodians and administrators; and 
 
• financing and leverage costs. 
 
There are detailed content requirements in Chapter 7 of the Corporations Act, the 
Corporations Regulation, and ASIC guidelines relating to the disclosure of fees in a PDS.  
 
7. Information about investing in the fund 

There will be a number of administrative and procedural type issues that investors of the 
hedge fund will need to be aware of. Accordingly, appropriate disclosure of these issues 
should be made. Examples of typical issues an investor will need to be aware of include: 
 
• details of the minimum initial investment and additional investment; 
 
• how a potential investor may invest in the fund (i.e. details of any bank account 

where a potential investor can transfer the application amount); 
 
• how additional investments in the fund may be made; 
 
• how an investor may withdraw their investment including how the redemption price 

is calculated, lock-up periods that may apply and the treatment of redemptions 
(including suspension of redemptions) in the case of an extraordinary event; and 

 
• whether units in the fund may be transferred, and if so, the method by which the 

transfer may occur. 
 
 
8. Valuation, unit pricing and distributions 

Valuation 
 
The valuation section should describe in detail the valuation policies for valuing the 
investments of the hedge fund (and if applicable, the underlying investments), and identify 
who performs the calculations.  
 
It should state whether or not the net asset value (NAV) is actual or estimated and whether 
it is verified by an independent third party. 
 
Unit Pricing 
 
The disclosure document should provide detailed disclosure of how unit prices are 
calculated. Unit prices determine how many units are received pursuant to any application 
or redeemed under any withdrawal. 
 
The frequency of unit pricing should also be disclosed (e.g. daily, monthly, etc) and the 
model used by the hedge fund or its administrator to calculate unit prices should be 
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adequately explained. In particular, the section should clearly state whether a fund’s 
underlying assets are valued in public markets, subject to frequent price discovery or 
whether the assets are priced according to third party valuation models that are subject to 
assumption changes.   
 
The method of calculating the performance fee, if applicable, and its unit price accrual 
methodology should be clearly disclosed, eg series or equalisation method used. 
 
For further information on unit price valuation and methodology, members should refer  
to AIMA’s Guide to Sound Practices of Hedge Fund Valuation (released March 2007).  
An Executive Summary can be found on the AIMA Australia website - 
www.aima-australia.org.  
 
 
Distributions 
 
The hedge fund's distribution policy should also be explained. This explanation should 
provide details of the composition and frequency of the fund's distributions. In addition, 
disclosure should be made as to whether or not distributions may be reinvested into 
additional units.  
 
9. Reporting 

There should be some indication as to how the fund manager intends to report to investors 

and the intended frequency of such reporting. 

10. Taxation 

A brief overview of the tax status of the fund and its consequences for investors should be 
disclosed. This would normally include consideration of capital gains tax (CGT).The 
section of the disclosure document dealing with taxation may include the following: 
 
• any assumptions relied upon for the purposes of the taxation summary; 
 
• details of the characterisation of the hedge fund for taxation purposes (e.g. the fund 

may be a "fixed trust" which is "widely held" for the purposes of the Income Tax 
Assessment Act 1936 (Cth) and the Income Tax Assessment Act 1997); 

 
• details of the tax treatment of the hedge fund's net income; 
 
• details of the tax treatment of  distributions of the hedge fund; and 
 
• the impact of Foreign Investment Fund (FIF) legislation, and withholding taxes. 
 
Investors should be encouraged to obtain their own advice on taxation issues. 
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11. Further information about the hedge fund 

Constitution 
 
The disclosure document should provide a brief summary of the material clauses in the 
fund's constitution. Examples include: 
 
• details of the rights of unitholders; 
 
• the rights and obligations of the trustee/responsible entity or other Governing Body 

of the hedge fund;  
 
• details of any limitation of liability of unitholders;  
 
• details of any borrowing powers afforded by the constitution; and 
 
• an explanation of the investor's right to privacy and how the manager of the hedge 

fund will comply with relevant privacy provisions.  
 
In addition to providing a summary of the constitution, details of other relevant third parties 
may need to be provided. For example, key service providers for the unitholder registry, 
prime broking, trade clearance, portfolio accounting, custody, audit and any other material 
contracts should be disclosed.  Consideration should be given to describing the contracted 
responsibilities. 
 
Conflicts management 
 
There is a general obligation in the Corporations Act on holders of Australian Financial 
Services Licences to have adequate arrangements for the management of conflicts of 
interest that may arise wholly or partially in relation to the provision of financial services as 
part of an issuer's financial services business. 
 
The disclosure document should adequately disclose what arrangements the issuer has in 
place to control and manage conflicts of interest. Having adequate arrangements in place to 
manage conflicts of interest will include ensuring that there is adequate disclosure of 
conflicts to investors, who can then consider their impact before making investment 
decisions.  
 
Adequate disclosure means providing enough detail in a clear, concise and effective form to 
allow investors to make an informed decision about how the conflict may affect their 
investment.  This is particularly relevant for hedge funds which are generally more complex 
than traditional managed funds. 
 
An example of a potential conflict of interest relevant to hedge funds is performance fees. 
The conflict may arise because the hedge fund manager will position investments with a 
view to achieving the greatest possible return (resulting in greater performance fees for the 
fund) within a specified performance fee measurement period. The conflict may arise due to 
the inconsistency between the hedge fund manager's personal interest in seeking to 
maximise performance fees, and the manager's obligation to investors to seek to minimise 
the risk of capital loss as well as to maximise the return on their investment. 
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Alternative Dispute Resolution 
 
Where appropriate, the existence of avenues for the resolution of dispute without recourse 
to litigation (alternative dispute resolution) should be outlined briefly in the disclosure 
document. 
 
Application form 
 
Generally, an application form is provided with the disclosure document. The form usually 
requires the applicant to complete contact details, tax file number information and elect 
distribution options and methods of payment.   
 
In the case of an Information Memorandum, the application form will generally include 
declarations from the investor that they are a wholesale client, they have read the 
Information Memorandum and agree to be bound by the terms of the offer set out in the 
Information Memorandum and the constitution for the fund, and they have received the 
offer in Australia.  Statements required by the Privacy Act 1988 will also need to be 
included. 
 

AIMA Australia Recommendations as to Disclosure 

 
There will be some advantage if hedge funds adopt a common order and terminology of 
presentation.  To foster this, AIMA Australia encourages members to present this disclosure 
information in the order set out in these Guidelines, although we recognise this may not be 
practical or convenient in every case.  Members are also encouraged to use these headings 
where possible either as headings or as keyword identifiers in their text.  
 

Promotion content  

 
AIMA Australia's general principle is that promotional content should encourage realistic 
investor expectations as to the sources and character of the expected performance of the 
fund.  Promotional presentations should be such as to ensure that a reasonable person will 
be able to access and comprehend the salient features of the offering.  Promotional material 
should also be balanced and give equal prominence to the disclosure of key risks as is given 
to key benefits of the fund.  

Feedback 

 
The Regulatory Committee of AIMA Australia welcomes feedback on these Guidelines.  
Comments may be sent to: Mr John Currie, Chairman 

AIMA Australia Regulatory Committee 
c/o Henry Davis York, Lawyers  
44 Martin Place,  
Sydney, NSW 2000, Australia. 
Email:  john_currie@hdy.com.au 
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Appendix 1 

The Alternative Investment Management Association (AIMA) 

 
About AIMA Australia 
 
AIMA Australia, established in 2001, is one of AIMA’s largest and most active 
chapters. Chapter members are derived from all areas of the local alternative 
investment community with the vast majority being hedge fund managers. In 
2007, members of the Australian Chapter manage over 80% of the hedge fund 
assets invested by Australian investors.  
 
Members of the Chapter support individual working committees that focus on 
Regulation, Education, and Membership & Marketing support.   
 
The Chapter maintains an active dialogue with Australian regulators and other 
government agencies on issues related to the hedge fund industry.  
 
The Chapter organises informational forums for industry participants in most 
capital cities, as well as commissioning studies and reports on the local hedge 
fund industry.  
 
In addition to regular networking events, the Chapter also confers with 
conference organisers to ensure worthy topics and knowledgeable speakers are 
included in conference agendas.  
 
For more information on the AIMA Australia Chapter, please visit our website:  
www.aima-australia.org. 

 
 
About AIMA 
 
As the only truly representative global hedge fund association, AIMA, the 
Alternative Investment Management Association, has over 1,200 corporate 
members worldwide, based in 47 countries.  
 
Members include leading hedge fund managers, fund of hedge funds managers, 
prime brokers, legal and accounting services and fund administrators. They all 
benefit from AIMA’s active influence in policy development, its leadership in 
industry initiatives, including education and sound practice manuals and its 
excellent reputation with regulators, worldwide.  
 
AIMA is a dynamic organisation that reflects its membership’s interests and 
provides them with a vibrant global network. 
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Its objectives are: 
 

 To provide an interactive and professional forum for our membership and act as a catalyst 

for the industry’s future development; 
 

 To be the pre-eminent voice of the industry to the wider financial community, 

institutional investors, the media, regulators, governments and other policy makers; 
 

 To offer a centralised source of information on the industry’s activities and influence, and 

to secure its place in the investment management community. 

 

 
 
AIMA is committed to developing industry skills and education standards and is a 
co-founder of the Chartered Alternative Investment Analyst designation (CAIA) – 
the industry’s first and only specialised educational standard for alternative 
investment specialists.  
 

One of AIMA’s objectives is to encourage sound practices within the alternative 
investment community. These items form a canon of work that has been adopted 
by investors and practitioners globally, and welcomed by policy makers and 
regulators. 
Each has been structured to offer both practitioners and investors with 
meaningful and practical guidelines. Other recent Sound Practice Guidelines 
include: 
 
Guide to Sound Practices for European Hedge Fund Managers (May 2007) 
 
Guide to Sound Practices for Hedge Fund Valuation (March 2007) 
Executive Summary free to download  
 
Offshore Alternative Fund Directors' Guide (2005) 
 
Guide to Sound Practices for Asian Hedge Fund Managers (Dec 2004) 
 
Guide to Sound Practices for Hedge Fund Administrators (Sep 2004)  
 

For further information, please visit AIMA’s website www.aima.org   
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