2020
Fund Finance

Fourth Edition

Contributing Editor:
Michael C. Mascia

CONTENTS
Preface

Michael C. Mascia, Cadwalader, Wickersham & Taft LLP

Introduction

Jeff Johnston, Fund Finance Association

General chapters Hybrid and asset-backed fund finance facilities
Leon Stephenson, Reed Smith LLP

1

Subscription line lending: Due diligence by the numbers
Bryan G. Petkanics, Anthony Pirraglia & John J. Oberdorf III, Loeb & Loeb LLP	14
Derivatives at fund level
Peter Hughes, Vanessa Kalijnikoff Battaglia & Joseph Wren, Travers Smith LLP		25
Do subscription facilities purr – or do they roar?
Jan Sysel, Jons Lehmann & Kathryn Cecil,
Fried, Frank, Harris, Shriver & Jacobson LLP

37

Financing funds of one: A borrower’s field guide
Mary Touchstone & Ashley Belton, Simpson Thacher & Bartlett LLP

47

Investor views of fund subscription lines
Patricia Lynch & Patricia Teixeira, Ropes & Gray LLP

56

Enforcement: Analysis of lender remedies under U.S. law
in subscription-secured credit facilities
Ellen Gibson McGinnis, Erin England & Richard D. Anigian,
Haynes and Boone, LLP

63

The secondaries market: The rise of GP-led and preferred equity solutions
Samantha Hutchinson & Amrita Maini, Cadwalader, Wickersham & Taft LLP
Ian Wiese, Investec Bank plc

85

1940 Act issues in fund finance transactions
Marc Ponchione, Allen & Overy LLP

91

Considerations in providing NAV facilities to individuals
Meyer C. Dworkin & Christopher W. Holt, Davis Polk & Wardwell LLP

99

The state of play on overcall limitations in the U.S.
Michael C. Mascia & Wesley A. Misson, Cadwalader, Wickersham & Taft LLP 106
Comparing the European, U.S. and Asian fund finance markets
Emma Russell & Emily Fuller, Haynes and Boone, LLP

113

Umbrella facilities: Pros and cons for a sponsor
Richard Fletcher, Sarah Ward & John Donnelly, Macfarlanes LLP

123

Side letters: Pitfalls and perils for a financing
Thomas Smith, Margaret O’Neill & John W. Rife III,
Debevoise & Plimpton LLP

132

What next for regulation of fund finance as the EU plans CMU “2.0”?
Michael Huertas, Dentons Europe LLP

142

Fund finance lending: A practical checklist
James Heinicke, David Nelson & Daniel Richards, Ogier

157

Assessing lender risk in fund finance markets
Robin Smith, Alistair Russell & Emma German, Carey Olsen Jersey LLP

169

Fund finance meets securitisation
Nicola Wherity & Jessica Littlewood, Clifford Chance LLP

181

Room for market growth: Second liens and shared liens in subscription credit facilities
Mark C. Dempsey, Anastasia N. Kaup & Ann Richardson Knox,
Mayer Brown LLP
189
Regulatory registrations, filings and officer appointments to Cayman Islands funds:
The questions for lenders
Derek Stenson & Michael O’Connor, Conyers
196
Understanding true leverage at the fund level: A European market and
sector approach
Michel Jimenez Lunz & Iulia Gay, SJL Jimenez Lunz

203

Fund finance in Ireland and Luxembourg: A comparative analysis
Jad Nader, NautaDutilh Avocats Luxembourg & Phil Cody, Arthur Cox

211

The fund finance market in Asia
James Webb, Carey Olsen, Daniel Lindsey, Goodwin,
Emma Wang, East West Bank

222

Fund finance facilities: A cradle-to-grave timeline
Bronwen Jones, Winston Penhall & Kevin-Paul Deveau, Reed Smith LLP

231

Country chapters
Australia

Tom Highnam, Rita Pang & Luke Leybourne, Allens

241

Belgium

Nora Wouters & Mathieu Raedts, Dentons Europe LLP

255

Bermuda

Matthew Ebbs-Brewer & Sarita Ebbin, Appleby

265

Canada

Michael Henriques, Michael Davies & Alexandra North, Dentons Canada LLP 273

Cayman Islands

Simon Raftopoulos & Anna-Lise Wisdom, Appleby

280

England & Wales Samantha Hutchinson, Jeremy Cross & Nathan Parker,
Cadwalader, Wickersham & Taft LLP

288

France

Philippe Max, Guillaume Panuel & Meryll Aloro, Dentons Europe, AARPI

296

Guernsey

Jeremy Berchem & Nicole Sorbie, Appleby (Guernsey) LLP

304

Hong Kong

Fiona Cumming, Patrick Wong & Stephanie Rowland, Allen & Overy

312

Ireland

Kevin Lynch, Kevin Murphy & David O’Shea, Arthur Cox

322

Italy

Alessandro Fosco Fagotto, Edoardo Galeotti & Valerio Lemma,
Dentons Europe Studio Legale Tributario

337

Jersey

James Gaudin & Paul Worsnop, Appleby

344

Luxembourg

Vassiliyan Zanev, Marc Meyers & Antoine Fortier Grethen,
Loyens & Loeff Luxembourg S.à r.l.

349

Mauritius

Malcolm Moller, Appleby

360

Netherlands

Gianluca Kreuze, Sabine Schoute & Michaël Maters, Loyens & Loeff N.V.

369

Scotland

Hamish Patrick, Rod MacLeod & Andrew Kinnes,
Shepherd and Wedderburn LLP377

Singapore

Jean Woo, Cara Stevens & Shen Mei Bolton, Ashurst

Spain

Jabier Badiola Bergara & Luis Máiz,
Dentons Europe Abogados, S.L. Unipersonal

USA

383
390

Jan Sysel, Ariel Zell & Flora Go,
Fried, Frank, Harris, Shriver & Jacobson LLP

398

Fund finance in
Ireland and Luxembourg:
A comparative analysis
Jad Nader, NautaDutilh Avocats Luxembourg
Phil Cody, Arthur Cox, Ireland
Introduction
Ireland and Luxembourg have long been the preferred jurisdictions in which to establish
a fund in Europe, and the prevalence of funds established in Ireland and Luxembourg
make them important jurisdictions for lenders to understand. The ever-increasing use of
Ireland and Luxembourg funds for private equity structures and the long track record in
both jurisdictions, combined with Brexit (however it ultimately unfolds), means that the
importance of Irish and Luxembourg funds is likely to further increase, both for capital
call/subscription line facilities and NAV/asset-backed facilities. Each jurisdiction offers
managers access to the EU-wide marketing passport for UCITS and alternative investment
funds (“AIFs”).
This chapter considers, on a comparative basis, a number of key legal and practice issues
that should be considered when an Irish or Luxembourg fund is a borrower (or other
obligor) in a fund finance structure. Although Ireland and Luxembourg have different
legal systems (Ireland is common law; Luxembourg is civil law), as each is an EU Member
State, they share much in common when it comes to fund finance. Both jurisdictions
facilitate credit lines to investment funds in a manner that allows flexibility to borrowers,
and certainty and robust security to lenders. In each jurisdiction, the following EU
legislation plays an important part in fund finance structures: the Alternative Investment
Fund Managers Directive (Directive 2011/61/EU) (“AIFMD”); and the EU Directive on
financial collateral arrangements (Directive 2002/47/EC) (the “Collateral Directive”).
Legal entity types and introduction to regulatory framework
Common considerations
Each of Ireland and Luxembourg have a number of different legal entity structures:
corporate, partnership, contractual and, in the case of Ireland, trusts. Umbrella funds with
segregated liability between sub-funds/compartments are a feature of each jurisdiction. In
each jurisdiction, a sub-fund may, as an economic matter, be analysed as a separate entity.
An Irish or Luxembourg sub-fund benefits from legislative ring-fencing, and each
jurisdiction allows a sub-fund to be wound-up and liquidated, leaving the remainder of the
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umbrella structure intact. However, and importantly, a sub-fund of an Irish/Luxembourg
fund does not have separate legal personality. Accordingly, care needs to be taken, in
drafting the parties clauses, granting clauses and execution blocks, that the appropriate
legal entity is expressed to be the party (with further care taken where, as is common, an
investment manager is entering into the financing as agent of the fund).
•

Ireland
Irish structures can be broadly divided into regulated and unregulated structures.
Regulated structures are regulated by the Central Bank of Ireland (“CBI”) under
the Irish law implementation of the UCITS Directives or, much more commonly for
fund finance, the AIFMD – as considered in detail further below). The main types of
regulated fund structures in Ireland are: (i) variable capital investment companies; (ii)
Irish collective asset-management vehicles (“ICAVs”); (iii) unit trusts; (iv) common
contractual funds (“CCFs”); and (v) investment limited partnerships (“ILPs”). Each
of these entity types (other than ILPs) may be established as AIFs or UCITS. ILPs
are AIFs, only. The limited partnership (under the Limited Partnership Act 1907) is
the most favoured structure for unregulated investment funds in Ireland.
At present, the ICAV (a corporate entity which can elect to be fiscally transparent
for US federal tax purposes) is the most common Irish structure encountered in
funds finance. ICAVs may be UCITS or under AIFMD. In fund finance, they will
invariably be under AIFMD. Changes to the ILP legislation are expected to mean
ILPs, once the legislation takes effect, will become more commonly used and more
frequently seen in fund finance.

•

Luxembourg
Luxembourg offers a wide range of vehicles which may suit various needs and
expectations that fund initiators may have. Luxembourg funds may either be
regulated or non-regulated vehicles, with or without a legal and/or tax personality,
with the possibility of using an important number of corporate entities, to which a
regulatory framework may be added.
There are various structuring options, in particular, in an AIFMD context. The fundspecific legislation is rich and mainly composed of the following: the Luxembourg law
of 12 July 2013, as amended, on alternative investment fund managers (“AIFMs”),
(“Luxembourg AIFM Act”), implementing AIFMD, as well as the law of 15 June
2004, as amended, on risk capital investment companies (SICARs); the law of 13
February 2007, as amended, on specialised investment funds (SIFs); the law of 23
July 2016 on reserved alternative investment funds (“RAIFs”); and the law of 17
December 2010, as amended, on undertakings for collective investment (UCIs that
are covered by the Luxembourg AIFM Act and UCITS). RAIFs bearing the corporate
form of a SCSp (special limited partnership) have recently been extremely successful
given the important flexibility that they offer (most aspects may be contractually
agreed).
AIFMD and other regulatory considerations

AIFMD
Regulatory considerations deserve close attention as part of the due diligence on a fund
finance deal. Non-compliance with the regulatory requirements by a fund adversely
impacts the financing transaction. Although Irish and Luxembourg funds may also be
GLI – Fund Finance 2020, Fourth Edition
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UCITS, in fund finance structures, lenders will typically encounter only AIFs, so the
AIFMD considerations should be noted in financings involving Irish or Luxembourg
funds.
Under AIFMD, the relevant fund (Irish or Luxembourg) will have appointed to it an
Alternative Investment Fund Manager (AIFM). The AIFM is responsible for the risk
management and portfolio management functions of the fund, and will typically delegate
(under an investment management agreement) the portfolio management function to an
investment manager (as agent of the AIFM). This chain of delegated authority, and in
particular, the terms of the investment management agreement, should be verified as part
of the diligence process. AIFMs are typically required to be regulated by their home
member regulator (CBI, in the case of Ireland; CSSF in the case of Luxembourg).
Another key requirement of, and actor in, the AIFMD structure, is the depositary – which
must be a separate entity to the AIFM and will have its registered office or a branch in the
AIF’s home member state (Ireland or Luxembourg). The depositary is responsible for the
safekeeping of the fund’s assets. The depositary is also generally liable for the failure of
its delegates.
Another key actor is the administrator. The administrator plays an important role in
processing subscriptions, and recording and registering subscriptions. In addition, the
administrator performs the role of calculating the NAV of the fund and its units/shares.
Other EU regulatory regimes may require close attention when dealing with an Irish or
Luxembourg fund. Where derivatives are used at the fund level, the European Market
Infrastructure Regulation (Regulation (EU) No 648/2012, known as EMIR) will apply
(and, as an EU Regulation, its terms should not vary between Ireland and Luxembourg).
EMIR is, insofar as derivatives are concerned, broadly the EU equivalent of the relevant
aspects of the Dodd-Frank Act in the US.
Where the transfer to the lenders of personal data relating to natural persons is involved
(for example, in the case of a subscription line involving investors who are high-net-worth
individuals), the General Data Protection Regulation (Regulation (EU) No 2016/679,
known as GDPR) may be relevant. This privacy law is an EU Regulation which should
apply equally as between Ireland and Luxembourg.
•

Ireland
A typical Irish fund structure is set out below in simplified form (Fig. 1) and illustrates
the AIFMD architecture. In fund finance, lenders dealing with Irish funds will
typically encounter Qualifying Investor Alternative Investment Funds (“QIAIFs”),
whose corporate structure will most commonly be an ICAV. A QIAIF is marketed to
professional investors only. It is not subject to any investment or borrowing limit. In
Ireland, the AIFM may be an external manager of the AIF or, in the case of an ICAV
or investment company, the fund itself.

•

Luxembourg
The Commission de surveillance du secteur financier (Luxembourg financial
supervisory authority, “CSSF”) has not specifically addressed fund finance activities.
Nevertheless, fund finance is considered as being covered by the general regulatory
framework applicable to a fund entering into a financing and to its manager, and
in particular, the guidelines on portfolio management. A typical Luxembourg fund
structure is set out below (Fig. 2). As with Fig. 1 (for Ireland) the AIFMD “actors”
are the same – AIFM and depositary.
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Fig. 1 – Ireland

Fig. 2 – Luxembourg
Diligence
Common considerations
In any lending structure, it is essential that appropriate due diligence is undertaken in
good time. As in any jurisdiction, the usual issues of capacity and authority need to
be examined at an early stage so that any issues may be identified and addressed early
GLI – Fund Finance 2020, Fourth Edition
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in the transaction. The AIFMD aspects introduce additional diligence requirements (for
example, on the AIFM (or its delegates) and the regulatory authority of the fund), all of
which underlines that in the case of Irish or Luxembourg funds, early engagement on
diligence is recommended. In the case of both Irish and Luxembourg funds, typically
there are no leverage limits imposed, but this needs to be verified by reference to the
nature of the fund and any self-imposed leverage restrictions.
In addition, the AIFMD, adopted in the wake of the financial crisis and the Madoff scandal,
has put increased liability on the depositary, who holds a duty to monitor and reconcile the
fund’s cash flows and supervise its assets, and a prevention and detection role (the scope
of obligations may vary depending on the type of fund used but, in general, the foregoing
applies to all funds that are subject to the AIFMD).
Any action that might affect the fund’s assets requires the approval of the depositary.
Hence, a smooth enforcement of the pledge requires that the depositary be informed
beforehand of the existence of the pledge and acceptance by the depositary of its terms
(it might even be a party to the pledge agreement). Contractual arrangements would
normally be included to ensure a periodic valuation of and reporting on the pledged
portfolio, with the consent and contribution of the depositary. Moreover, the depositary
arrangements commonly provide for a pledge over all or part of the fund’s assets in favour
of the depositary. Any security to be granted over such assets will need to take into
account the existing pledge in favour of the depositary, either by releasing such pledge or
by creating a higher-ranking pledge in favour of the lenders.
•

Ireland
The establishment documents of the fund should be carefully reviewed. Subject
to any self-imposed leverage limit (for which the prospectus should be reviewed),
the fund can be expected to have broad powers, in its establishment documents, to
borrow and create security. It is particularly important, in a subscription line facility,
to determine that the power to create security extends to security over the fund’s
uncalled capital commitments.
In a subscription line facility, plainly the agreement between the fund and investor in
relation to the subscription is a key document. Typically, this document is set out in a
subscription agreement. It is important to determine the subscription process: (i) who
can make calls on investors; (ii) who determines the price at which units or shares
are issued and by what means; (iii) when capital calls can be made on investors; (iv)
what an investor can be asked to fund; (v) the implications of an investor not funding
a capital call; and (vi) to what account subscription proceeds are paid.
Finally, as the management function of the fund is vested in the AIFM (or an investment
manager as its delegate), the correct authorisation of, and approval of the transaction
by the AIFM (or the investment manager) should be appropriately addressed.

•

Luxembourg
The fund’s organisational documents (limited partnership agreement, subscription
agreement, articles of association, AIFM and/or portfolio management agreements,
depositary agreement, etc.) set the rules governing commitments and any limits on
the involvement of each of the fund parties.
It is important to make sure from the outset that there are no contradictions between
the facility agreement and the organisational documents. In the context of the
Luxembourg AIFM Act, for instance, the AIFM bears the regulatory responsibility
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as part of its portfolio management responsibilities; consequently, the financing
transaction must be approved by the AIFM and, if applicable, the party to which the
AIFM has delegated the portfolio management function.
In the last few years, it has become increasingly accepted to have specific provisions
on fund financing included in the fund’s organisational documents. This is particularly
helpful in the context of subscription facilities, for which – as stated earlier –
provisions on capital calls, disclosures, escrows, clawbacks and certain waivers are
included.
Most Luxembourg alternative investment funds (within the meaning of the Luxembourg
AIFM Act) are not subject to statutory limitations on leverage, although there may
be some limitations – resulting mainly from the fund’s organisational documents.
A Luxembourg AIF is required to conduct a self-assessment of its leverage level in
order to determine whether or not it must appoint an authorised AIFM. If exceeded
as a result of the bank financing, leverage level might trigger statutory obligations to
appoint an AIFM and a depositary.
Common features for security interests
Collateral Directive
The European Directive 2002/47/EC on financial collateral arrangements (the Collateral
Directive) is important in relation to taking and enforcing collateral. It has been
implemented into both Irish and Luxembourg domestic law and is an important feature of
security arrangements in each jurisdiction.
The Collateral Directive provides to collateral takers, in the case of qualifying collateral
arrangements, a number of perfection and enforcement benefits. This includes rights
of rehypothecation, substitution of collateral, disapplication of stays, and a right of
appropriation on enforcement.
As regards the Collateral Directive and its impact on perfection, first, a preliminary note
on what we mean by the term “perfection”. When used in some jurisdictions, “perfection”
is taken to mean the steps needed to ensure a first-ranking security interest. In each of
Ireland and Luxembourg, “perfection” generally refers to the steps which, if not taken,
mean that the security is void but which steps, by themselves, will not necessarily render
the security interest first-ranking. In this regard, it should be noted that the Collateral
Directive disapplies, in respect of any qualifying collateral arrangement, any filing or
registration requirements that may otherwise apply under the domestic regime of the
applicable EU Member State.
Security agency
Both Irish and Luxembourg law accommodate security being held by one entity for the
benefit of many, whether through a security trustee or security agent structure in Ireland;
or a security agent structure in Luxembourg.
Security through insolvency
In general terms, security granted by an Irish or Luxembourg fund is effective on and
through insolvency and may be enforced without court intervention.
No stamp or transfer taxes
Generally speaking, no stamp, transfer or other similar taxes are typically payable under
Irish or Luxembourg law on the creation of security or execution of security documents.
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Conflicts-of-law considerations
Due to the multi-jurisdictional nature of finance transactions involving Irish and Luxembourg
funds, it is essential to properly address questions of private international law. This is the
case for the choice of law and choice of jurisdiction in the finance documentation, but
more specifically, as it relates to the recognition of the right in rem over the collateral and
its enforceability against the pledgor, the investor and any other third party (competing
creditors) in a context where all such parties are located in different jurisdictions. Moreover,
the impact of an insolvency of the fund or of any other guarantor or security provider should
be considered in an international context.
Whereas it is fairly typical for the lending documents to be governed by New York law
or another law chosen by the lender, local law considerations come into sharper focus in
relation to collateral arrangements. In general terms, similar conflict-of-laws principles
arise for consideration in Ireland and Luxembourg. In each case, for the creation, perfection
and enforcement of collateral, the law of the location (or deemed location) of the secured
asset (the lex situs) is very relevant.
Accordingly, whereas there is no concern with the credit agreement or other document
regulating borrowing being governed by the law preferred by the lender (typically New
York law or English law), in each of Ireland and Luxembourg, there is a preference for
security to be taken under the lex situs. The lex situs will often be Irish law or Luxembourg
law (as the case may be). Claims governed by Irish or Luxembourg law or owed to a debtor
located in Ireland or Luxembourg or cash or securities accounts in Ireland or Luxembourg
will generally be regarded as having an Irish or Luxembourg lex situs.
Regulation (EC) No. 593/2008 is also relevant. Better known as the Rome I Regulation, or
simply Rome I, applies equally in Ireland and Luxembourg and refers to the law chosen by
the parties for all contractual aspects. Article 14 of Rome I Regulation also addresses the
relationship between assignor and assignee under a voluntary assignment of a claim against
another person (the debtor). This is relevant to security over capital calls exercisable
against investors. Article 14 provides that the relationship between assignor (i.e. the fund)
and assignee (i.e. the lender or the security agent) under a voluntary assignment of a claim
against the debtor is governed by the law that applies to the contract between the assignor
and assignee (i.e. the governing law of the subscription agreement or, as applicable, limited
partnership agreement). Article 14 also provides that the law governing the assigned
claim shall determine its assignability, and certain effects against the debtor of such claim
(investor).
As fund documentation is typically governed by the law of the location of the establishment
of the fund (so Ireland or Luxembourg, as the case may be), Irish or Luxembourg law will
apply to such matters and such application will, throughout the EU, be supported by Rome
I. However, Rome I does not expressly provide for conflicts-of-law rules as regards the
enforcement of such security interests against third parties. The impact on third parties is
dealt with by national rules, which often designate the law of the location of the relevant
investors to govern the effect on third parties. Investors in funds (whether Luxembourg or
Irish) are typically located outside the fund jurisdiction (and often outside Europe), so this
is something to be taken into account. A draft EU Commission proposal for a regulation
on the law applicable to the third-party effects of assignments of claims, published on
12 March 2018, is set to deal with this question. The draft proposal aims to reduce the
uncertainty as to the law applicable to perfection requirements and the enforceability of
security interests over claims against third parties. The proposal provides that, as a rule, the
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law of the country where the assignor has its habitual residence will govern the third-party
effects of the assignment of claims.
In addition, Regulation (EU) No. 2015/248, which applies equally across Ireland,
Luxembourg (and the rest of the EU other than Denmark) is of relevance. More commonly
known as the EU Insolvency Regulation, this regulates the insolvency proceedings of
corporates throughout the EU. Under the EU Insolvency Regulation, claims against an EU
investor with an EU centre of main interest (“COMI”) will be considered located in the EU
Member State where that COMI is located.
Typical security package
The security package for a financing of an Irish or Luxembourg fund will, as with any other
jurisdiction, depend on the nature of the financing – capital call or NAV facility. Typically,
in each of Ireland and Luxembourg, a combination of at least the following is used: a
security interest over unfunded capital commitments, together with security over the bank
account into which investors are required to pay subscription/commitment amounts. NAV
and other asset-backed facilities will involve collateral over other of the fund’s assets and,
in particular where this involves securities owned by the fund, the role of the depositary in
the security arrangement becomes of central importance.
Typical security package for subscription deals
In both Ireland and Luxembourg, security interests provided by a fund in respect of capital
call rights against an investor are recognised and enforceable against the fund, even if no
notice is given to the investor. As regards enforcement against the investor, until the investor
is given notice that its rights have been assigned, it may be validly discharged (including by
set-off) as against the fund. For this reason, consideration is given to notifying investors of
the creation of such security, where practicable. Ideally, such notice is acknowledged by
the investor.
•

Ireland
As with any financing, there is no universal security package. That said, the following
are typical features. In a capital call/subscription facility, a typical security package
includes security over the fund’s rights on capital calls against investors, and security
over the relevant bank account into which the subscription monies are to be credited.
In addition, a security power of attorney is usually sought from the fund.
As mentioned, the administrator plays a key role in the subscription process. In
certain cases, it is appropriate to seek security over the fund’s interest in the related
administration agreement to provide a lender with “step-in” rights. In other cases, a
side letter to the lender is obtained from the administrator in relation to the performance
of its duties following enforcement. Control agreements in respect of the subscription
proceeds account may be appropriate. The appearance of an Irish fund in a financing
will not necessarily be limited to the Irish fund in the role of borrower. The use of Irish
funds (particularly ICAVs) in feeder fund structures is common.
One issue which will require careful consideration in this context is the issue of
guarantees and other third party credit support. An Irish AIF cannot generally provide
“guarantees” (which is generally taken as including third party credit support more
generally) to collateralise the obligations of third parties. The use of “cascading
pledges” can be a useful tool in this regard. In the case of security created by an
Irish fund the Collateral Directive, where applicable, displaces any security filing
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requirements. Nonetheless, it is market practice to consider precautionary security
filings (particularly where contractual rights are secured). These are made at the
Companies Registration Office or (in the case of ICAVs) the Central Bank of Ireland.
Unless there is a transfer of the security interest to a new lender, these are one-time
filings with no renewal requirement (unlike, for example, financing statements in
certain jurisdictions). It is permitted under Irish law to take security over future assets.
• Luxembourg
The collateral package in Luxembourg subscription deals usually consists of security
over: (i) the unfunded commitments by the fund’s limited partners to make capital
contributions when called by the general partner; and (ii) the account where the
contributions are funded. The Luxembourg law of August 5, 2005 on financial collateral
arrangements implementing the Collateral Directive, as amended (the “Luxembourg
Financial Collateral Act”), captures these two types of assets to offer lenders a secure
and bankruptcy-remote pledge while allowing the fund, as pledgor, to benefit from a
continuing and flexible management of the collateral.
Pledges under the Luxembourg Financial Collateral Act can be granted over virtually
all types of securities and claims (the latter include bank accounts and receivables). In
addition, they can be granted under private seal and, in principle, are not subject to any
filing or publication requirements in Luxembourg.
Contributions in the form of equity, notes or loans can be captured by the Luxembourg
Financial Collateral Act, with flexibility as to any contractual arrangements on timing
and mechanics. Furthermore, the Luxembourg Financial Collateral Act allows pledges
to be granted not only over present assets, but also over future assets. Consequently,
counsel in Luxembourg have a large degree of flexibility in structuring the security
package for subscription facilities.
In order to be fully effective, a pledge over a claim, including bank accounts, must be
notified to and accepted by the debtor of the relevant claim. There are no stringent
rules with respect to the form of the notification. Acknowledgment of the notice by the
investor may be sought, for evidence purposes only.
Typical security package for NAV deals
• Ireland
NAV facilities, involving as they do, security over the fund’s securities and other assets
within the fund’s investment portfolio, invariably involve account security. Control
agreements may be an important feature of this. As the depositary is charged with safekeeping of a fund’s financial instruments and has an overall supervisory obligation,
the role of the depositary in taking and enforcing collateral is important. As with
subscription line facilities, the security may benefit from the Collateral Directive even if
precautionary security filings may be made. Where security requires enforcement over
an Irish situated account or other asset in the investment portfolio located in Ireland,
there is a strong preference, from a lender perspective, to take Irish law security.
• Luxembourg
When structuring a NAV facility involving a Luxembourg fund, the Luxembourg
counsel to the lenders will always seek to ensure that the security package is structured
under Luxembourg law to avoid discrepancies upon enforcement and, in particular
under the Luxembourg Financial Collateral Act, to take full advantage of a bankruptcy
remote security package recognised across the EU.
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In terms of composition of the security package, in addition or as an alternative to the
deposit accounts on which the capital contributions are funded, NAV facilities are mainly
granted against the fund’s investment portfolio. Depending on the investment policy of
the fund, and the way it is structured (whether it is a fund of fund or not, and the way the
holding of the underlying assets is structured), the collateral might fall into a different class
of assets, and hence be subject to a different form of pledge.
The most common approach in Luxembourg is to have the security package in a NAV
facility include a pledge over the portfolio companies (HoldCos), a pledge over receivables
(in particular, for credit funds), and a pledge over bank accounts. All such pledges can be
governed by the Luxembourg Financial Collateral Act and take advantage of its flexible
and efficient regime. With a flexible legal framework, variations are possible around these
types of pledges, which can be adjusted to align to the type of transaction and the structure
involved. For funds of funds, when the portfolio is composed of hedge funds, certificates
are held within a bank account chosen by the lender, who further benefits from a control
agreement.
Under Luxembourg law, the terms that are normally used in a control agreement may be
incorporated in a pledge over bank account receivables, so that they may take advantage of
the robust protections offered by the Luxembourg Financial Collateral Act.
Conclusion
The continued importance of Ireland and Luxembourg as fund domicile jurisdictions
will ensure that Irish and Luxembourg funds will continue to be prominent in financing
structures, whether as borrowers or part of a broader master/feeder structure. The laws of
both Ireland and Luxembourg, although different in many respects, allow lenders to obtain
a comprehensive security package in relation to an Irish or Luxembourg fund.
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