
Cayman Islands -
A Guide to Taking Security over Capital Call Rights from
Exempted Limited Partnerships
Background
The use of Cayman Islands exempted limited partnerships is commonplace in the private equity context.
Some lenders have developed specific products known as "capital call facilities", "subscription facilities" or
"equity bridge facilities" which were initially used by private equity funds as short-term bridge financing for
investments, ultimately financed from capital contributions from the limited partners of the fund, but which
are now also seen as longer term leverage solutions. A key element in each case is that the security the
lender will take will consist of a grant by the general partner of the partnership of security over its rights to
call for limited partner contributions and the proceeds of such calls.

Key points to note
Check the partnership agreement, other constitutional documents and related partnership or fund
documentation
Check the terms of the limited partnership agreement to make sure security can be granted over relevant
rights and proceeds and if any consents or terms must be observed. The general partner's constitutional
documents should also be reviewed. Due diligence should also involve review of any offering memorandum
as well as any management agreements (particularly where capital contribution rights have been delegated
to the investment manager). It is also becoming more common in the Asian market (and when acting for
certain US banks) for Cayman counsel to review side letters and subscription agreements between the
partnership and the limited partners of the Cayman exempted limited partnership (which is consistent with
what US counsel typically do). It is less common for Cayman counsel in the US market to review such
documents.

Security
Lenders typically require the exempted limited partnership (acting by its general partner) and the general
partner to grant security over their respective rights under the partnership documents in respect of capital
calls and security over the account with the lender where capital contributions are paid. Depending on the
location or market for the deal, the security documents may or may not be Cayman law governed. For the
US market, they are typically US law governed. Although not typical for transactions of this nature, security
may also be taken from any investment manager where due diligence identifies capital contribution related
rights of the general partner that have been or may be delegated to the investment manager.

Notice to be served on limited partners
A lender will want to perfect and fix priority of their security interest over the call rights by giving notice to
each of the relevant limited partners. Typically lender's counsel will seek confirmation of the method of



delivery of the notice and whether any evidence will be provided, as part of the negotiations prior to closing.
Evidence may take the form of screen shots of postings to investor portals, sample emails and confirmation
that the borrower has not received any ''bounce-backs'' from such emails. Typically, the method proposed
by the fund to deliver notice of the security is contemplated by the limited partnership agreement.

Private Funds Act
Prior to closing of a capital call or subscription line facility, a well advised lender will seek to ensure that any
credit party which is granting security over their right to call capital from investors in connection with the
facility is, if required, registered as a private fund under the Private Funds Act (as amended) (the "PFA").
Failure to register a fund which is caught within the scope of the PFA, may prevent a lender from calling
capital in the event of default without breaching the PFA. This is because, pursuant to the PFA, a fund may
not, until it is registered with the Cayman Islands Monetary Authority ("CIMA"), call capital from investors
for the purposes of investments. As such, evidence of a fund's registration under the PFA is usually a
condition precedent and a lender is likely to include positive covenants which may include some or all of
the following to:

1. register the fund under the PFA;

2. maintain registration of the fund under the PFA;

3. comply with any requests or instructions issued by CIMA in connection with the PFA;

4. notify the administrative agent if the fund received written notice of de-registration from CIMA; and

5. provide (on request) evidence to the administrative agent of registration (ie the PFA certificate, if
available).

Registers
In the event the general partner (or investment manager) is an exempted company or limited liability company,
following execution of the security the lenders will likely request confirmation or a copy of such company's
register of mortgages and charges noting all relevant security interests.

It should be noted that other registers may be relevant depending on the nature of the transaction. A prudent
lender should consult with Cayman Islands counsel to make sure all such requirements are covered.
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For further information please refer to your usual contact or:

Cayman Islands - Hugh Anderson, Partner | hugh.anderson@walkersglobal.com | +1 345 814 4518

Cayman Islands - David Collins, Partner | david.collins@walkersglobal.com | +1 345 814 4503

Cayman Islands - Justin Hart, Partner | justin.hart@walkersglobal.com | +1 345 814 4565

Cayman Islands - Rob Jackson, Partner | rob.jackson@walkersglobal.com | +1 345 914 4281

Dubai - Daniel Wood, Partner | daniel.wood@walkersglobal.com | +971 4 363 7912

Hong Kong - Andy Randall, Partner | andy.randall@walkersglobal.com | +852 2596 3305

London - Jack Boldarin, Partner | jack.boldarin@walkersglobal.com | +44 (0)207 220 4995

Singapore - John Rogers, Partner | john.rogers@walkersglobal.com | +65 6595 4673

The information contained in this memorandum is necessarily brief and general in nature and does not constitute legal or taxation
advice. Appropriate legal or other professional advice should be sought for any specific matter.
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