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Private equity funds
Equity bridge facilities

Equity bridge facilities (or capital call 
facilities, as they are sometimes referred 
to) that are provided to private equity 
funds (funds) and secured by the fund’s 
limited partners’ commitments to make 
capital contributions (LP commit-
ments) are a very specifi c type of prod-
uct, but are becoming increasingly pop-
ular in the UK loan market. A growing 
number of banks and fi nancial institu-
tions are now providing these facilities 
and a market position on some of the 
issues highlighted in this article is being 
reached. The form of documentation is 
also becoming more standardised and 
established.

This article considers:

• The importance of understanding 
the fund’s structure (often a limited 
partnership) and the key issues to 
consider when conducting due dili-
gence on the fund.

• The specific provisions (such as rep-
resentations, undertakings and events 
of default) that are included in facility 
agreements (or loan agreements) for 
providing equity bridge facilities to 
funds.

• The security that a lender will take 
over the general partner’s rights 
to draw down the limited partners’ 
capital contributions to the fund. 

WHAT IS   AN EQUITY BRIDGE 
FACILITY?
An equity bridge facility provided to a 
fund is a short-term form of fi nance. It 
is used to bridge the portion of invest-

ments made by a fund that are eventu-
ally to be fi nanced from capital contri-
butions that the investors in a fund are 
required to make. The facility might 
be less than the total cost of the invest-
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ments, as a portion may be fi nanced by 
longer-term debt. An equity bridge fa-
cility can be either a revolving credit or 
term facility. It will usually be a loan fa-
cility but a letter of credit facility may 
also be provided.

Assuming that a loan facility is made 
available, the lender will advance 
monies to the fund on or just before 
the date that the fund is required to 
make an investment. Generally, the 
advances made by the lender under 
the equity bridge facility will be reim-
bursed by the fund’s limited partners 
when they make their required capital 
contributions to the fund (assuming 
that it has been set up as a limited 
partnership). This form of  bridge 
financing gives a fund the certainty 
that the portion of  the purchase price 
of  an investment to be funded from 
the limited partners’ capital contri-
butions is available when the pur-
chase price for that investment has 
to be paid. Effectively, the risk of  the 
limited partners failing to make mon-
ies available is shifted from the fund 
to the lender.

An equity bridge facility will usually be 
made available for a short period (for 
example, 12 to 24 months) to fund in-
vestments permitted under the limited 
partnership agreement (LPA) govern-
ing the fund.

Usually, the fund’s obligations under 
the facility agreement will be sup-
ported by security in the form of  an 
assignment of  the general partner’s 
rights in relation to each limited part-
ner’s LP commitment, coupled with a 
power of  attorney. Security will also 
normally be granted in favour of  the 
lender over the bank account into 
which the limited partners pay their 
LP commitments (see “Guarantee 
and security” below).

THE FUN D’S STRUCTURE 
The starting point, from the lender’s 
lawyers’ perspective, is to understand 
the fund’s structure. Often, the lender’s 
lawyers need to review and comment 
on the basic fund structure even before 
heads of terms for the fi nancing are 

signed (see box “Timeline”). This is 
because the structure can infl uence the 
basic terms of the fi nancing which will 
be made available by the lender, such 
as:

• Which entity will borrow the debt.

• Whether any guarantees will be re-
quired.

• The repayment periods.

• The extent of the security package.

• The timing, following the utilisa-
tion of the equity bridge facility, for 
the general partner to send draw-
down notices to the limited part-
ners requesting that they fund all 
or part of their LP commitments.

Timeline

Heads of terms and intended structure agreed. Minimal due diligence by 

lender’s lawyers to establish proposed structure of facility.

Due diligence on fund by lender’s lawyers is carried out.

Due diligence on fund ends and due diligence report delivered to lender.

Facility agreement prepared and negotiated.

Security documents and other conditions precedent prepared and 

negotiated.

Facility agreement signed.

Security documents signed.

Completion and drawdown.

The following is a timeline showing the typical process of putting in place an 

equity bridge facility to a private equity fund:
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A fund is often set up as a limited part-
nership registered under the Limited 
Partnerships Act 1907 (see box “Typi-
cal fund structure using a limited part-
nership”). Limited partnerships have 
two types of partner:

• A general partner (and, in some cir-
cumstances, more than one general 
partner).

• Limited partners.

An English limited partnership has no 
separate legal personality and contracts 
with a third party through its general 
partner. The general partner’s capacity 
to contract depends on the nature of its 
own legal personality. 

Under the LPA governing the fund, the 
limited partners will be committed 
to invest capital in the fund (that is, 
their LP commitment) to fi nance in-
vestments identifi ed, typically, by the 
general partner or, alternatively, the 
manager or an adviser appointed for 
that purpose. The general partner is 
responsible for dealing with the fund 
on a day-to-day basis (or will have del-
egated all or some of its powers and 
rights to a manager). 

The general partner or manager, as 
the case may be, is responsible for 
sending out drawdown notices to the 
limited partners to request the LP 
commitments. There may also be a 
sponsor which co-invests alongside 
the fund in investments that have been 
identified.

In terms of funds fl ow, fi rst the lender 
will lend either to the fund directly or 
to a separate borrowing vehicle. If the 
borrower is not the fund but a sepa-
rate borrowing vehicle, the lender will, 
typically, require a guarantee from the 
fund to support the obligations of the 
borrowing vehicle (see “Guarantee and 
security” below). The advance made by 
the lender is used by the fund to make 
an investment. The general partner, or 
manager, then draws down LP commit-
ments from the limited partners and 
monies from the sponsor, if there is 
one, to repay the lender.

DUE DILI GENCE 
A relatively high-level legal due dili-
gence exercise will be carried out by the 
lender and its lawyers on the fund and 
the documents that it has entered into. 
Typically, this due diligence will focus 
on:

• The LPA relating to the fund (and, 
in particular, the general partner’s 
powers under the LPA).

• Side letters and subscription agree-
ments.

• The management agreement.

• Co-investment arrangements.

• The identity of the borrower (if it is 
not the fund itself) and the identity 
and financial standing of the lim-
ited partners.

LPA
With  regard to the LPA, the lender’s 
lawyers should focus, in particular, on 
the following:

Term and  commitment period. The 
lender’s lawyers should review the LPA 
to fi nd out the term of the fund (that is, 
the length of time for which it has been 
established) and the commitment pe-
riod during which the limited partners 
are obliged to make available their LP 
commitments to the fund. Understand-
ably, the lender will be keen to ensure 
that both the term of the fund and 
the commitment period are as long as 
possible and, in any event, extend well 
beyond the fi nal repayment date of the 
facility.

General  partner’s powers. The lender’s 
lawyers should review the general 
partner’s powers under the LPA. Such 
powers may have been delegated to a 
manager but, for the purposes of this 
article, it is assumed that the general 
partner retains such powers (unless oth-
erwise specifi ed).

The core of the lender’s security pack-
age is security over the general partner’s 
rights against the limited partners, 
through either an assignment by way 

Typical fund structure using a limited partnership
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4 This article first appeared in the July 2011 issue of PLC Magazine. 

© Practical Law Publishing Limited 2011. Subscriptions +44 (0)20 7202 200 1200

of security, a power of attorney or a 
combination of the two (see “Guaran-
tee and security” below). Therefore, it 
is imperative that the LPA provides the 
general partner and, in turn, the lend-
er, with adequate powers of recourse 
against the limited partners. As a mini-
mum, the lender will want the general 
partner to be able to:

• Make calls on undrawn LP commit-
ments (that is, require the limited 
partners to make a capital contribu-
tion to the fund).

• Issue and deliver drawdown notices 
to the limited partners.

• Require non-defaulting limited 
partners to make up any shortfall 
arising as a result of other limited 
partners not funding their LP com-
mitments.

Permissi on to enter into fi nance docu-
ments. The LPA should also be checked 
to ensure that it permits (and/or does 
not contain any restriction preventing):

• The fund (acting by the general 
partner) entering into the facility 
agreement.

• The general partner, on behalf of 
the fund, granting the security re-
quired by the lender.

Limited  partners’ excuse, cancellation 
and transfer rights. The lender’s law-
yers’ review of the LPA should also 
focus on the circumstances in which 
limited partners can exercise their 
“excuse rights” (see “LP commitment 
thresholds” below). Typically, the LPA 
will allow a limited partner to be ex-
cused from making its LP commitment 
in certain circumstances, while those 
circumstances exist (in which case, such 
limited partner is commonly referred to 
as an excused partner). As the lender’s 
main security is over the general part-
ner’s ability to draw down funds from 
the limited partners, it will want to 
ensure that the circumstances in which 
a limited partner is excused from com-
plying with a drawdown notice are as 
narrow as possible.

The lender’s lawyers should also check 
the circumstances in which a lim-
ited partner’s LP commitment can be 
transferred or cancelled, as these raise 
similar issues to those raised by excuse 
rights. However, in the case of a trans-
fer, the lender’s main concern will be to 
ensure that the fi nancial standing and 
commitment of the limited partners re-
mains largely the same throughout the 
life of the facility. This is because the 
identity of the limited partners goes to 
the value of the lender’s security and is 
a matter on which the lender will have 
based its decision to lend.

Restrict ions on distributions to limited 
partners and subordination. The prac-
tice in the UK is that it is very diffi cult 
for a lender to obtain a consent letter 
from the limited partners under which 
they agree that payments to them from 
the fund will be subordinated. Un-
der such a letter, the limited partners 
would agree that, if  an event of default 
under the facility agreement is contin-
uing or if  there is an insolvency event 
affecting the fund, the lender’s right to 
ensure that drawdown notices are is-
sued on the limited partners requiring 
them to fund LP commitments in an 
amount suffi cient to repay outstanding 
amounts under the facility agreement 
takes priority over the limited part-
ners’ rights to be repaid their funded 
LP commitments.

Instead, the lender often relies on the 
waterfall provisions in the LPA (that 
is, the pre-determined fl ow of funds 
and priority of distributions among the 
parties). Ideally, the LPA should speci-
fy that no distributions to the limited 
partners or other persons can be made 
until the facility has been repaid in full 
or, at least, that there can be no distri-
butions if an event of default under the 
facility agreement is continuing.

Removal  of  general partner. The lend-
er’s lawyers should establish the circum-
stances in which the general partner can 
be removed or can incur liability under 
the LPA. Typically, the LPA will contain 
provisions that allow the general part-
ner to be removed if it incurs liability 
to the fund.

Side let ters and subscription 
agreements
The lender’s lawyers should review any 
side letters and subscription agreements 
to check if they give a particular limited 
partner additional rights to those given 
to the limited partners generally in the 
LPA to:

• Avoid honouring drawdown no-
tices.

• Transfer its partnership interest (in 
particular, its undrawn LP commit-
ment).

Manageme nt agreement
If appointed by the general partner, the 
manager will carry out management 
responsibilities and duties that are oth-
erwise imposed on the general partner 
by the LPA, as if it were the general 
partner. As a result, where appropriate, 
the lender will want to ensure that the 
manager is a party to the facility agree-
ment, and that the manager also gives 
security in favour of the lender over its 
rights against the limited partners and 
sponsor (or other co-investor).

In the same way as for the general part-
ner, the lender should examine carefully 
the circumstances in which the manager 
can be removed and replaced.

Co-inves tment arrangements
The lender’s lawyers’ review of any co-
investment arrangements should focus 
on how the sponsor’s (or other co-inves-
tor’s) obligation to co-invest arises and 
the mechanism by which the fund can 
request and draw in monies from the 
sponsor (or other co-investor). If the 
lender is fi nancing against the sponsor’s 
(or co-investor’s) co-investment obliga-
tions, security over the general partner’s 
rights in relation to these obligations 
needs to be taken so that the lender can 
ultimately step into the shoes of the 
general partner to draw down these co-
investment monies.

The borr ower and limited partners
As with any form of debt fi nance, the 
lender will need to carry out due dili-
gence on the borrower. If a separate 
borrowing vehicle is used rather than 
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the fund, the lender will need to do due 
diligence on this vehicle (for example, 
as to its identity) as well as due dili-
gence on the fund.

Additionally, because the lender’s only 
recourse in economic terms is to the 
limited partners, it needs to carry out 
due diligence on the limited partners. 
Typically, this involves a review of their 
identities, addresses and the size of 
their LP commitments, both individu-
ally and in relation to the overall size 
of the fund. The lender may give all or 
some of the limited partners (for exam-
ple, the larger investors on which it will 
be particularly relying in terms of its 
security) a rating to assist this analysis. 
These ratings will be used by the lender 
in its credit assessment of the transac-
tion and effectively “value” those inves-
tors which are given such a rating.

THE FACI LITY AGREEMENT 
A number of key provisions are gener-
ally included in facility agreements for 
providing equity bridge facilities to 
funds.

Committed or uncommitted facility?
An equity bridge facility to a fund is usu-
ally committed, although some lenders 
also make uncommitted lines available. 
Often, this decision is infl uenced by the 
internal policy of the lender in question, 
with some institutions preferring to of-
fer an uncommitted facility so as to pre-
serve their balance sheet and to provide 
more competitive pricing to borrowers. 
An uncommitted facility may benefi t the 
borrower (whether the fund or a separate 
borrowing vehicle) as no commitment 
fee will be payable by it on the undrawn 
amount of the facility. As an equity 
bridge facility frequently has a short pe-
riod for repayment, the facility can often 
be undrawn for some time, so high com-
mitment fees may be incurred. However, 
a committed facility obviously gives the 
borrower greater certainty of funds.

If the facility is uncommitted, the facil-
ity agreement may contain a mechanism 
under which the borrower can submit a 
pre-notifi cation request to the lender so 
that the borrower has greater certainty 
about the facility’s availability before 

committing to an investment. On re-
ceipt of the pre-notifi cation request, the 
lender has to agree whether or not to 
make the loan (or letter of credit, as ap-
propriate) on the proposed utilisation 
date. Accordingly, the facility is effec-
tively turned into a committed facility 
in relation to a proposed utilisation at 
the pre-notifi cation stage.

Repayment  and prepayment
Typically, the facility agreement re-
quires the borrower to issue drawdown 
notices to the limited partners within 
ten to 20 days of the facility having 
been utilised. This is to ensure that 
the borrower can repay the monies ad-
vanced under the facility agreement 
before the repayment date. Typically, 
the repayment provisions in the facility 
agreement require the utilisation to be 
repaid by the borrower within 30 to 90 
days of the date on which it was made.

Often, the LPA contains provisions 
specifying when a suspension period is 
triggered; this is normally when certain 
of the key principals managing the fund 
(that is, the key individuals involved in 
the fund who make investment deci-
sions) fail to allocate suffi cient time 
to managing the fund. The occurrence 
of a suspension period can restrict the 
general partner’s right to draw down 
LP commitments. This means that the 
lender’s security effectively becomes 
worthless because the general partner 
no longer has the right to draw down 
the LP commitments, which is how the 
facility will be repaid. Usually, the facil-
ity agreement specifi es that if a suspen-

sion period is triggered under the LPA, 
the borrower must prepay outstanding 
utilisations and the facility will auto-
matically be cancelled in full. 

Usually, the expiry of the LP commit-
ments also triggers mandatory prepay-
ment and cancellation of the facility in 
full.

Additionally, the facility agreement 
usually contains the customary triggers 
for mandatory prepayment and cancel-
lation, and voluntary prepayment and 
cancellation found in Loan Market As-
sociation (LMA) documentation.

LP commitment thresholds 
A key feature of an equity bridge facil-
ity provided to a fund is the concept of 
thresholds, which relate to the LP com-
mitments (see box “Thresholds”). The 
facility agreement will include events of 
default and other provisions relating to 
these thresholds.

Representations and warranties
The standard LMA-style representa-
tions are given, as appropriate, by the 
fund, the general partner and, if rel-
evant, the manager. These include those 
relating to status, power and authority. 
Additionally, a number of representa-
tions will be included that are specifi c 
to equity bridge facilities to funds, such 
as confi rmation that:

• The undrawn LP commitments of 
the excused partners do not ex-
ceed the excused partner threshold 
(see “LP commitment thresholds” 
above).

• The fund documents permit the 
general partner (or manager) to 
validly deliver drawdown notices 
to the limited partners with a view 
to the proceeds being used to repay 
loans made or to cash-collateralise 
letters of credit issued by the lender.

• No other material agreements have 
been entered into by the limited 
partners, the sponsor, the fund, the 
general partner or any other bor-
rowing vehicle (other than as dis-
closed to the lender).
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Thresholds

Threshold or concept

Cancellation 
threshold

Insolvency threshold

Defaulting limited 
partner threshold (or 
defaulting investor 
threshold)

Transfer threshold

Excused partner 
threshold (or 
excused investor 
threshold)

Excluded partners

Meaning

The maximum proportion of the total 
undrawn LP commitments (less the 
undrawn LP commitments of excluded 
partners (see below)) which can be 
transferred to unapproved limited partners 
or withdrawing partners. (A withdrawing 
partner is a limited partner which is going 
to withdraw from the private equity fund 
(fund) and has notified the general partner 
of this intention to withdraw. The 
cancellation threshold prevents 
circumvention of the transfer threshold 
referred to below as it covers entities that 
are currently limited partners but will 
shortly cease to be so.)

The maximum proportion (in terms of their 
undrawn LP commitments) of limited 
partners who can be subject to insolvency 
or analogous proceedings.

The maximum proportion (in terms of their 
undrawn LP commitments) of limited 
partners who can be in default of their 
obligation to advance any of their LP 
commitments under a drawdown notice.

The maximum proportion of the total 
undrawn LP commitments which can be 
transferred to an entity other than an 
associate (as defined (usually) in the 
limited partnership agreement (LPA)) after 
the fund has entered into the facility 
agreement.

 

The maximum proportion (in terms of their 
undrawn LP commitments) of limited 
partners who can be excused in whole, or 
in part, under the LPA or any relevant side 
letter or subscription agreement from 
complying with a drawdown notice sent by 
the general partner.

Any limited partner which is an affiliate of 
the lender, insolvent or defaulting in some 
way.

How dealt with in facility agreement

If any of the respective thresholds are exceeded, the undrawn 
LP commitments available to the fund (and therefore to the 
lender if it enforces its security) will fall below an acceptable 
level and the lender will be inadequately secured. Typically, 
breach of these thresholds will be an event of default under the 
facility agreement.

The lender or its lawyers will review the LPA and related 
documents (such as side letters and subscription agreements) 
and carry out due diligence on the limited partners to evaluate 
the lender’s credit risk in providing the facility. Transfers by the 
limited partners of their undrawn LP commitments could alter 
the fund’s composition so that it is very different to that on 
which the lender based its decision to lend.

As a result, the facility agreement will usually include an 
undertaking that each obligor will ensure there are no transfers 
above the transfer threshold. Failure to comply with this 
undertaking will be an event of default.

The LPA usually contains provisions excusing a limited partner, 
in certain circumstances and while those circumstances exist, 
from complying with a drawdown notice sent by the general 
partner. Typically, this will be where previously agreed with the 
general partner or where that limited partner’s participation 
would breach restrictions based on the US Employee Retirement 
Income Security Act 1974. The lender needs to know that the 
extent of excused rights remains at acceptable levels so, usually, 
the facility agreement will contain a representation that the 
undrawn LP commitments of the excused partners do not 
exceed the excused partner threshold and an undertaking that 
the general partner provide details of any excused partners.

Usually, the facility agreement will stipulate a minimum ratio or 
percentage of undrawn LP commitments (less the undrawn LP 
commitments of excluded partners) to total debt outstanding 
under the facility agreement. Deduction of the undrawn LP 
commitments of excluded partners ensures that only undrawn 
LP commitments to which the lender would genuinely have 
recourse are included when making the calculation.

In an equity bridge facility provided to a private equity fund, there are a number of thresholds or concepts that relate to each limited 
partner’s commitment to make capital contributions (LP commitments). Typically, the following thresholds or concepts are significant to 
a lender:
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• There are no creditors of the fund 
(and borrowing vehicle, if relevant) 
other than the general partner and 
manager in respect of their fees and 
those of their professional advisers 
or administrative service advisers.

Informatio n undertakings
Similarly, in addition to the standard 
LMA-style information undertakings, 
a number of information undertakings 
will be included that are specifi c to eq-
uity bridge facilities to funds. Typically, 
the facility agreement requires that:

• The lender is provided with annual 
and quarterly financial information 
on the fund, including details of the 
undrawn LP commitments and the 
LP commitments that the limited 
partners have already funded, and 
equivalent information to that pro-
vided to the limited partners.

• On a periodic basis, the lender is 
provided with a statement of the 
investments and other property and 
assets in which the fund has an in-
terest.

• The lender is provided with details 
of any limited partner which be-
comes an excused partner or a 
withdrawing partner (see “LP com-
mitment thresholds” above).

• The general partner (or manager) 
notifies each limited partner that:

- the facility agreement has been en-
tered into; and

- the lender may, in certain circum-
stances, exercise the rights of the 
general partner (or manager).

General undertaking s
The lender will require specifi c under-
takings relating to the value of the se-
curity and the structure of the fund. 
Typically, these will include undertak-
ings that:

• Neither the fund nor the general 
partner will create or allow to exist 
any security over any fund invest-
ment, any undrawn LP commit-

ments or any other asset owned di-
rectly by the fund.

• No distributions to the limited part-
ners or the general partner may be 
made (other than certain limited ex-
ceptions), ideally, until the facility 
has been repaid in full or, at least, 
that no distributions may be made 
if an event of default under the fa-
cility agreement is continuing.

• There will be no transfers of un-
drawn LP commitments that change 
the composition of the limited part-
ners without the lender’s consent or 
if the amount of undrawn LP com-
mitment transferred does not cause 
a breach of the transfer threshold 
for the fund (see “LP commitment 
thresholds” above).

• The undrawn LP commitments 
must be at least a certain percentage 
of outstanding debt under the facil-
ity agreement (typically, at least 
150% to 250%). This ensures that 
the lender has adequate collateral if 
it needs to enforce its security.

• If a limited partner fails to pay any 
amount requested under a draw-
down notice, the general partner 
will pursue all remedies available to 
it against that limited partner within 
a prescribed time, and will require 
each non-defaulting limited partner 
to contribute a pro rata share of the 
defaulting partner’s contribution to 
make up any shortfall.

• The general partner must direct the 
limited partners to pay their LP 
commitments directly into an ac-
count over which the lender has 
security (see “Guarantee and secu-
rity” below).

Events of default
T ypically, an equity bridge facility to a 
fund contains LMA-style events of de-
fault. These include, among others, 
non-payment by obligors, cross-accel-
eration affecting an obligor, material 
adverse change, breach of representa-
tion and non-compliance with under-
takings.

Additionally, a number of events of de-
fault will be included that are specifi c to 
equity bridge facilities to funds. These 
include:

• Events of default relating to the dif-
ferent thresholds. As previously 
mentioned, these are events of de-
fault because if a threshold is ex-
ceeded, a key feature of the lender’s 
security package will be under-
mined (that is, having recourse to 
sufficient undrawn LP commit-
ments to repay the outstanding 
debt). 

• Removal of the general partner (or 
manager).

• Breach of the ratio of undrawn LP 
commitments to the outstanding 
debt under the facility agreement.

• Termination of the fund.

The occurrence of an event of default 
will give the lender the right to exercise 
the general partner’s (or manager’s) 
rights against the limited partners, in-
cluding requiring them to fund their LP 
commitments.

GUARANTEE AND SECUR ITY 
If the borrower is not the fund but an 
alternative entity (for example, a sub-
sidiary company or any other company 
within the fund’s group) the lender will, 
generally, require a guarantee of the 
borrower’s obligations from the fund. 
If so, the lender’s lawyers need to ensure 
that the fund can give the guarantee and 
that recourse under it is not limited.

The lender will take security over the 
rights of the general partner (or man-
ager) to draw down LP commitments 
from the limited partners. This will 
take the form of a deed of assignment 
and/or a power of attorney, in both 
cases executed by the general partner 
(and, if relevant, the manager). It is 
preferable for a lender to take an assign-
ment of the general partner’s (or man-
ager’s) rights, rather than just a power 
of attorney, in order to avoid potential 
priority issues with other creditors. 
This is because a power of attorney is 
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merely a delegation of authority and 
a subsequent creditor could still take 
an assignment of the general partner’s 
(or manager’s) rights, although such as-
signment is likely to breach provisions 
of the facility agreement. The lender 
also usually takes security over the ac-
count into which the limited partners’ 
LP commitments are paid.

In connection with taking the security, 
the lender’s lawyers need to:

• Review the fund documents to en-
sure that they do not prohibit:

- assignment of the general partner’s 
right to draw down the limited part-
ners’ LP commitments; or

- the lender being granted a power of 
attorney to act on behalf of the gen-
eral partner.

• Consider whether notice can be giv-
en to the limited partners to perfect 
an assignment by way of security of 
the general partner’s (or manager’s) 
rights against them in respect of un-
drawn LP commitments. However, 
in some instances, the general part-
ner will be reluctant to notify the lim-
ited partners of the assignment. This 
could be because it has concerns that 
notification will give rise to unneces-
sary questions from limited partners 
or that notifying the limited partners 
of the assignment could be adminis-
tratively burdensome. One solution 
is to insert the relevant notification 
in the fund’s quarterly report or in 
the general partner’s next scheduled 
communication with the limited 
partners rather than sending out a 
separate notification relating just to 
the assignment.

• Take advice from local counsel, if 
the security will be governed by a 

foreign law, on the issues referred 
to in the two bullet points above. 
For example, under Guernsey law, 
an assignment by way of security 
is not created until notice is given; 
notification is not just a perfection 
requirement. This means that if 
notification is not given until the 
general partner’s next scheduled 
communication with the limited 
partners, the lender will not be se-
cured for this preliminary period.

If the lender is also fi nancing against a 
sponsor’s (or co-investor’s) co-invest-
ment obligations, security over the gen-
eral partner’s (or manager’s) rights in 
relation to these obligations will also 
need to be taken.

Leon Stephenson is a partner, and 
Christopher Akinrele is an associate, in 
the Financial Industry Group at Reed 
Smith LLP.
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