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Witness: James Chanos, Chairman, Coalition of Private Investment Companies 

Hearing: Regulating Hedge Funds and Other Private Investment Pools 

Date: July 15, 2009 

Link: 
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Benefits of Private Pools of Capital 

 Private pools of capital provide market diversity, help offset risk, and increase 

shareholder value. 

 

Risks of Private Pools of Capital 

Chanos does not believe that private pools of capital pose systemic risk, though they could pose 

isolated risks in the following ways: 

 

 No federal guarantees provided to investors of private pools of capital. 

 Unfair dealing with clients. 

 Lack of transparency. 

 Fraud. 

 Conflicts of interest. 

 

Limiting Risks without Compromising Benefits 

Chanos provides the following suggestions for how to limit the risks posed by pools of private 

capital without significantly constraining their benefits: 

 

 Comply with industry “Sound Practices.” 

 Managers should have more detailed disclosure requirements. 

 Financial statements for funds should be independently audited by a firm subject to 

oversight by the Public Company Accounting Oversight Board (PCAOB). 

 Provide more information to potential investors before any investment is made. 

 

Legislative Changes 

Chanos does not believe that exemptions for private funds from registration with the SEC should 

be abolished. 

 

 Registration requirements will not enhance regulation of private investment companies 

because these requirements are designed for the retail sector. 

 

Private Investment Company Act 

Chanos recommends the creation of a Private Investment Company Act to establish controls and 

oversight of private funds.  Such an act should: 

 

 Require registration of private funds and advisers. 

 Prevent fraud. 
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 Enhance transparency for investors, counterparties, and lenders. 

 Develop anti-money laundering regulations. 

 Contain additional requirements for larger funds. 
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