
One of the main concerns around hedge funds and how they 
operate is that regulation of this asset class has not been 
strict, with this unregulated nature of hedge funds often cited 
as a contributor to failure and unscrupulous investments. 
This perception has created problems for investors and 
reputable hedge funds, and often causes this asset class to be 
misunderstood. 

South African legislation
Central to South Africa’s comprehensive hedge fund legislation, 
which came into effect in 2015, is that any person managing a 
“hedge fund” or “fund of hedge funds”, is seen as a financial 
services provider under the FAIS Act. Therefore, if the person 
managing the hedge fund wants to attract “members of the 
public” to invest in the hedge fund, it has to register the hedge 
fund with the Financial Sector Conduct Authority (FSCA). 

Hedge funds are registered in accordance with the hedge 
fund categories set out in Collective Investments Schemes 
Control Act (CISCA), Board Notice 52 of 2015 as either:
1. Retail investor hedge funds (RIHFs), aimed at the general 

public as per CISCA classification. These are typically hedge 
funds with a less risky investment strategy; or a

2. Qualified investor hedge funds (QIHFs), aimed at 
experienced or institutional investors who have R1m or 
more to invest. In addition, the investor, or their appointed 
financial adviser, requires demonstrable experience and 
understanding to make an informed investment decision 
when it comes to hedge fund investing. 

FUNDS ARE REGULATED

Our purpose at Atleha-edu is to help ordinary South Africans save and invest for a 
better tomorrow.  

We do this through Financial Sector Code (FSC)-compliant awareness and 
interactive education programmes focused on retirement fund trustee, management 
committee member; and fund member awareness and education initiatives, such as 

this short article. 

We would like to thank Fairtree Asset Management for funding this short articles 
series, as well as the ASISA Foundation for supporting. 

HOW SOUTH AFRICAN HEDGE
South Africa became the first country in the world to put in place comprehensive 

regulation for hedge fund products in April 2015. These new regulations allowed for 
hedge funds to fall under the CISCA (Collective Investments Schemes Control Act) and be 
formally registered as collective investment schemes alongside traditional Regulation 28 
funds – allowing for greater transparency, liquidity, and risk control measures than was 

required in the past. 
Do you have a question that you would like us to address in a subsequent article? 

If so, please send your questions or suggestions for article topics by email to:  
info@atleha-edu.org

In practice, retirement funds will invest as qualified investors, 
either through investment into an existing registered hedge 
fund or through a segregated mandate specifically developed 
for the retirement fund. 

Retirement funds can invest in both  
RIHFs and QIHFs 

The next article in this series will take a closer look at the role 
Mancos play under South African hedge fund regulation.

The legislation includes registration requirements and oversight 
by the FSCA, mandatory management companies (Mancos) 
and other compliance requirements. This makes it possible for 
retirement funds, under Regulation 28 of the Pension Funds 
Act, to consider investing up to 10% of their portfolios in 
regulated hedge funds. A maximum of 5% can be invested in 
fund of hedge funds and a maximum of 2.5% in single hedge 
funds. 

ASISA Hedge Fund Classification Standard 
In addition to the legislation and regulation already discussed, 
the investment industry has also introduced standard 
classifications of hedge funds. This is known as the ASISA 
Hedge Fund Classification Standard, which was adopted 
in 2020. The standard applies to hedge funds registered as 
Collective Investment Schemes in Board Notice 52 of 2015 of 
the Collective Investment Schemes Control Act, 2002. Although 
still in an early stage of adoption, the standard will: 
• Allow investors to better understand and analyse different 

hedge fund types; 
• Make it easier to compare funds and fund performance; 
• Allow for better assessment of potential risks associated 

with investing in a hedge fund; 
• Support action that sees to it that hedge funds don’t change 

classification regularly. 

In managing a hedge fund, the hedge fund manager needs 
to comply with a range of requirements that include, but 
are not limited to: 
1. Fund founding documents must be submitted and will 

be scrutinised by the FSCA as regulator. 
2. The FSCA needs to be satisfied that appropriate 

systems and controls are in place and maintained. 
3. A risk management function (separate from its 

investment management and fund administration 
functions), including regular reporting to the FSCA on 
risk-related matters needs to be in place. 

4. Alignment of interests needs to be established between 
investors and managers through, for example, the 
remuneration policy. 

5. Leverage limits: Should a South African hedge 
fund employ leveraging, there are strict regulatory 
requirements in place to monitor the risk in this 
regard. For example, in RIHFs a fund manager cannot 
go beyond prescribed leverage limits. Managers 
of QIHFs will be allowed to set their own maximum 
leverage levels for each underlying portfolio of the 
QIHF, but the leverage levels must be disclosed to the 
regulator at registration and investors prior to entering 
into a transaction. 

6. Engagement in physical short selling and derivatives 
that create short positions are allowed, but not naked 
short selling (selling of a security without being in 
possession of the security or ensuring that it can be 
borrowed). 

7. Fund administrators and brokers need to be duly 
registered before being appointed.

8. A binding valuation policy and independent review of 
valuations needs to be in place. 

9. Transparency through an annual independent external 
audit is required, as well as an annual report. 

10. Wide-ranging disclosure and reporting requirements 
to investors are required. 

HEDGE FUND MANAGER COMPLIANCE

The benefits of regulation
The increased transparency and governance requirements 
that form part of these regulations can provide investors with 
more confidence when it comes to investing in hedge funds. 
Previously, investors had to do their own research into hedge 
funds and it was difficult to compare them in terms of risk 
profiles. For example, it wasn’t easy to identify all the long-short 
equity hedge funds that invest in Africa, and to decide which are 
the better investments. The ASISA classification system, which 
is now underway, is making this easier, whereby hedge funds 
that have similar mandates or are in the same category can be 
compared. 

Although it is still an ongoing process, the hedge fund 
industry believes this will improve over time, particularly as the 
FSCA provides more clarification with regard to this.
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