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A discussion group of independent directors at the 2025 IDC Fund Directors Conference

Individual investors in America enjoy a broad and diverse range of investment choices. A
myriad of financial products are the subject of social media posts, appear on investment
platforms, and are offered through various financial channels. These products offer access
to different investment strategies, cover a range of asset classes, and cater to varying
risk/return profiles. Technology has expanded access and choice, making investors confront
more decisions. As investment options multiply and products become more advanced, the
role of regulated funds—and the strong board oversight that governs them—becomes more
important than ever.
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One of the most important features of regulated funds is the existence of a fund board of
directors (or trustees). The Investment Company Act of 1940 (1940 Act) adopted a durable
governance framework for regulated funds by drawing on the lessons of the Great
Depression in an effort to protect shareholders from self-dealing and other conduct contrary
to investor interests. The 1940 Act includes investor protection provisions not found in laws
governing other financial products or services. This bedrock of financial regulation, as well
as the Investment Advisers Act of 1940 and related Securities and Exchange Commission
(SEC) guidance, mandate independent board oversight, fiduciary standards, prohibitions on
transactions that pose conflicts of interest, and robust disclosure and transparency for
investors.

Fund boards play a key role in protecting the interests of shareholders and overseeing
funds so that they operate with integrity, accountability, and adherence to the disclosures
and obligations required by the federal securities laws. While every fund board is unique,
they share a defining feature: independent directors who represent the interests of
shareholders. In most cases, independent directors compose the majority of seats on fund
boards.

SEC rules impose stringent standards regarding director independence. An independent
director, as well as any immediate family member, cannot be an employee, officer, or
director of the investment adviser, nor can they engage in any material business or
professional transactions with the fund or its key service providers. These independence
requirements help ensure that independent directors can exercise judgment free from the
influence of those they are meant to oversee.

Independent directors are not involved in the day-to-day management of funds, but they
oversee the parties that are. Because regulated funds are externally managed, they
depend on a network of third-party service providers, rather than a traditional employee
base. Each service provider has distinct business incentives, constraints, and potential
conflicts of interest. The board is uniquely positioned to see across this ecosystem and to
ask whether the structure is functioning in the interests of shareholders.

Independent directors serve as a check when the interests of the investment adviser
diverge from that of the investors and create potential conflicts of interest (such as with
management fees or cost allocations). Acting on behalf of the fund and its shareholders,
independent directors review and approve policies designed to identify, mitigate, and
manage potential conflicts of interest.

One key responsibility of independent directors is the annual review of the advisory
contract between the fund and the investment adviser. Through that process, directors
evaluate extensive information for the funds they oversee, including the nature, quality,
and scope of services provided to the fund and the reasonableness of advisory fees paid for
those services. They also review the fund’s investment performance against benchmarks
and peers.

Board oversight also impacts the information investors rely on to make informed decisions.
A majority of board members must sign the registration statement for the fund. Fund
boards, including the independent directors, oversee the process for disclosures made to
investors, such as in the prospectus, the statement of additional information, and other
materials available to shareholders. In a market crowded with investment choices, that
disclosure oversight is essential to transparency and accountability.



Compliance provides another critical layer of protection for funds and their shareholders,
and fund boards play a fundamental role in compliance oversight. SEC rules require that
the fund’s chief compliance officer (CCO) report directly to the fund board, and independent
directors approve the designation and compensation of the fund’s CCO. That structure
reinforces the board’s ability to request transparency and candor, monitor emerging issues,
and promote a culture of compliance that serves investors.

Beyond particular statutory and regulatory duties, independent directors must oversee risk
in an increasingly complex environment. They evaluate how advisers and service providers
develop and implement risk management policies and processes. Effective oversight
requires more than receiving reports—it involves asking probing questions, exercising
independent judgment when evaluating the adequacy of responses, and ensuring
accountability.

Taken together, these responsibilities show why fund boards, and the independent directors
that make up most of these boards, are indispensable to regulated funds and the financial
security of those who invest in them. They provide a level of investor protection that
supplements regulatory requirements and disclosure. Their oversight role helps align
incentives, elevate compliance, and sharpen the management of operational and other
risks. For more than 125 million Americans who invest in regulated funds, fund boards are a
key governance feature and one of the fund industry’s most important assets.
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