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U.S. Hedge Fund Regulation and Some Legal Implications

Jong—Joon Song

ABSTRACT

Recently hedge fund has significantly grown in its numbers and volume in United
States. But the growth in hedge funds has been accompanied by a substantial and
troubling growth in the number of hedge fund fraud cases, in which most of the hedge
fund advisers have been involved. Especially hedge funds have been frequently used to
defraud other market participants by the advisers who exploit mutual fund investors
for their funds€pand their own gain. Moreover some hedge funds are expanding their
marketing activities to attract investors who may not previously have participated in
the riskier investments, and the development of fund of hedge funds has made hedge
funds more broadly available to investors. Recently a growing number of public and
private pension funds, as well as universities, endowment, foundations, and other
charitable organizations, have begun to invest in hedge funds or have increased their
allocations to hedge funds. As a result of the participation by these entities in hedge
funds, losses resulting from hedge fund investing and hedge fund frauds may affect the
entities€ ability to satisfy their obligations to their beneficiaries or pursue other
intended purposes.

SEC revised the investment advisers€ requirement of registration under the

Investment Advisers Act of 1940 in December 2004 and seeked to make almost all of



hedge fund advisers, who have been enjoying the exceptions under the Act, registrate
with SEC in order to provide for the transparency of markets and to protect the hedge
fund investors and financial industry more strongly. In this paper some possible
legislative recommendations to be considered for revising the Korea Indirect
Investment Asset Management Business Act (IAMBA) are suggested in the view of
making hedge fund industry vitalized in Korea and enhancing the investors protection,
most of which are based on the implications from SEC staff€® report pronounced in
September 2003 and SEC4 Final rule promulgated in December 2004.

Key words : hedge fund, private fund, fund of hedge funds, Investment Advisors Act,

qualified investor, client, limited partnership, limited liability company
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