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Introduction

Understanding the distinctions between Limited Partners (LPs) and
General Partners (GPs) is crucial for participants in investment funds.

This document provides a comprehensive examination of their roles,
responsibilities, liability protections and the investment vehicles they
are associated with.
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Key Differences

General Partners

e Full Management Control: GPs e Passive Investment Role: Minimal
make binding decisions operational involvement

e Unlimited Liability: Personal  Limited Liability: Liability limited to
assets can cover debts their iInvestment

e Active Involvement: Daily e Capital Contribution: Provide capital
management and operations without management decisions
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Liability Protection

« General Partners have unlimited liability meaning that their personal
assets are at risk for partnership’s debts. GPs can be held personally
responsible for the full extent of the partnership’s liabilities and
obligations.

e In contrast, Limited Partners have limited liability as their risk is
limited to the amount invested. LPs are protected from personal
liability beyond their initial capital contribution, meaning they
cannot lose more than what they invested in the partnership.
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Compensation Structure

General Partners

e Typically receive a management fee and a share of the profits
e Standard model is "2 and 20": a 2% annual management fee on the
fund’s assets and 20% of the fund’s profits (carried interest)

Limited Partners:

e Primarily receive returns on their investment based on the fund’s
performance
e Do not receive management fees nor carried interest
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Partnership Agreements ()

General Partners

« Management Roles: Active roles In managing and operating the
partnership. They make day-to-day business decisions and are
responsible for the overall management of the partnership.

 Voting Rights: Typically have full voting rights on all matters
concerning the partnership. They can make decisions regarding the
direction, operations and policies of the partnership.

 Information Rights: GPs have complete access to all partnership
Information, including financial reports, operational updates and
other critical data necessary for managing the partnership.
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Partnership Agreements (ll)

Limited Partners

e Advisory Roles: LPs may provide input through committees, but they
typically do not have a role in day-to-day management to maintain
their limited liability status.

o Voting Rights: Sometimes have voting rights on major decisions, such
as changes to the partnership agreement, admitting new partners or
dissolving the partnership.

« Information Rights: Generally have the right to access updates,
performance reports and other pertinent information about the
partnership’s activities and financial status.
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Final thoughts

In conclusion, the analysis of LPs and GPs underscores their unique
roles and liability protections within investment funds. GPs actively
manage the fund, bearing unlimited liability, while LPs provide capital
with limited liability and minimal involvement.

Grasping these distinctions is crucial for investors to choose the correct
fund structure that aligns with their investment goals and risk tolerance,
ensuring informed decision-making and optimal fund performance.
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