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PREFACE

This manual has been developed as a practical, action-oriented guide to support the establishment, launch, and
management of private capital funds in the Caribbean region, including Venture Capital (VC), Private Equity (PE)
and Private Debt (PD, together referred to as “Private Capital”). It aims to empower first-time fund managers,
sponsors, and ecosystem stakeholders with the knowledge and tools necessary to structure investment vehicles
that mobilize capital for early-stage/early-growth/companies/projects/startups and contribute to sustainable
economic development.

The document provides a comprehensive yet accessible framework, combining technical information with a
step-by-step approach designed to address the unique challenges and opportunities of managing a private
capital fund. Drawing from the best regional practices and real-world fund structuring experience, the manual is
grounded in the principles of transparency, good governance, investor confidence, and long-term value creation.

To facilitate a logical and progressive understanding of the fund lifecycle, this manual is organized into four
sections. Part | addresses the strategic vision, legal design, and governance structures required to set up a fund.
Part Il guides the reader through the investment process—from sourcing the first deal to constructing a robust,
diversified portfolio. Part Ill outlines the operational mechanics of fund administration, investor engagement,
reporting, and compliance. Lastly, Part IV consolidates supplemental resources, templates, and practical insights
that are critical to fund performance and continuity. This modular structure is designed to provide both a linear
path for new fund managers and a flexible reference material in case fund managers are required to review a
particular section of the manual.

Inside each part, there is a set of chapters that develop a central issue or objective that fund managers are likely
to face during the lifecycle of a fund. The reader will be guided through each topic using a sequential
methodology, allowing users to advance from theory to implementation with clarity and confidence. Where
necessary, key concepts will be introduced or clarified, and illustrative examples will be presented to provide
context and reinforce learning.

At the end of every chapter, readers will find practical tips, suggestions and additional insights derived from field
experience. This section serves as a valuable complement to the core material, offering applied knowledge that
can enhance decision-making and execution.

It is recommended that the manual be read sequentially, as the content is intentionally structured to build
foundational knowledge and progressively deepen the reader's understanding. While designed primarily for
emerging fund managers, the manual may also serve as a reference for sponsors, policy makers, accelerators,
and other ecosystem actors committed to advancing the private capital landscape in the Caribbean.
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THE STRATEGIC ROLE
OF STARTUPS IN EMERGING ECONOMIES

In its most basic form, a startup is a company whose aim is to develop a product/service that carries an important
innovation at the product and/or business model-level. These startups have different management and growth
methods when compared to large corporations.

Startups, by nature, have the primary aim of testing solutions to different problems (marketing, technology,
business model, supply chain, etc.) by designing strategies that no-one has thought of (at the most basic level)
yet.

By “design,” we mean the ability for the management team to “idealize, craft and implement actionable steps for
situations where no current solution is workable, or accommmodating to the problem.” For example, questions like
“how can we deliver a product without the need of a distribution company?” or “how can we sell our product
online if everybody uses retail stores?” are part of a much broader process called “pivoting”, which involves the
ability of a company to:

1. Create a hypothesis about potential solutions to these problems
2. Draft the most efficient process to validate that hypothesis
3. Swiftly change ways in case the previous step fails.

A particular feature of startups is the focus on top-line growth, rather than becoming profitable. This is because,
in most cases, valuations are based on revenue expectations, and the risky nature of the business model: If the
model has no revenue, then the company does not have a product desired by customers and therefore, no value.

When we add the fact that cash constraints are a key survival component, which are supplied by knowledgeable
investors, we can then say that a startup’s primary purpose is to “burn” cash to make the business model
“profitable” by “pivoting” operational strategies to become *“valuable.” This is the game of venture capital
investments, and investors are a major part of such an objective.

Unlike small and medium-sized enterprises (SMEs), which often rely on cash flows or asset-backed collateral to
access credit, early-stage startups typically operate under highly uncertain conditions with unproven business
models and limited revenue generation. These companies often prioritize innovation, scalability, and rapid
market validation over immediate profitability, which limits their eligibility for traditional financing from
commercial banks or financial institutions.

As a result, founders are required to seek alternative sources of capital—such as government innovation grants,
angel investors, venture capital funds, or informal financing from friends and family—to support their growth
trajectory. Banks and other institutions are generally unable to serve this segment due to regulatory lending
requirements, risk aversion, and the absence of credit history, operational track record, or tangible assets that
can serve as collateral.
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This structural financing gap creates an essential role for venture capital. By offering risk-tolerant, equity-based
capital, VC funds enable startups to pursue ambitious growth strategies so that their value increases significantly,
thus generating far more economic value than other traditional assets would not be able to in the same
timeframe. In other words, these investors seek outsized returns that correspond to the high-risk profile of the
asset class.

Early-stage capital is not only an instrument for private return—it is a critical lever for inclusive economic growth.
In developing regions such as Latin America and the Caribbean, the injection of patient, risk-tolerant venture
capital into scalable enterprises fosters innovation, enhances productivity, and supports the formalization of high-
potential companies. These startups frequently generate quality employment opportunities, particularly for
youth and skilled professionals, and are often at the frontier of digital transformation in sectors such as fintech,
healthtech, agritech, proptech, femtech, edtech, insurtech, wealthtech, regtech, legaltech, foodtech, cleantech,
biotech and logistics.

Moreover, early-stage investment activity can serve as a signal to international investors, attracting follow-on
capital and stimulating private-sector confidence. When backed by robust policy environments and ecosystem
support, venture capital becomes a catalytic force that bridges financing gaps, accelerates technology transfer,
and supports the development of knowledge-based economies. In this sense, governments, multilateral
institutions, and development finance partners play a critical role in crowding in private capital through blended
finance instruments, guarantees, and first-loss capital—especially in nascent ecosystems where market failures
persist.

For Caribbean economies in particular—where small market sizes, high transaction costs, and capital constraints
often limit traditional growth paths—early-stage investment offers a transformative opportunity to diversify
economic output, enhance regional competitiveness, and empower a new generation of entrepreneurs solving
context-specific challenges.
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THE FINANCING CURVE
AND ECONOMIC IMPACT OF EARLY-STAGE INVESTMENTS

Depending on the stage of investment and degree of business model validation, startups are normally
accompanied by different tags that define their status in the market.

FUNDING STAGE TYPICAL VALUATION AVERAGE ROUND SIZE DESCRIPTION

Earliest stage. Focused
on idea validation and
initial product
development. Founders

$0-$5M $100k-$2M are building MVPs,
conducting market
research, and
establishing legal
structures.

Pre-Seed
(Development)

The company has an
early product version
and is seeking initial
market traction. Funds
are used for early

Seed $5M-$15M $500k-$5M product development,
building the core team,
initial marketing efforts,
and achieving early
milestones to
demonstrate viability.

The company focus is on
optimizing the business
model, scaling
operations, expanding
Series A $15M-$30M $3M-$10M the team, and growing
customer base. Metrics
and growth trajectory
become increasingly
important at this stage.

The company typically
has strong revenue
growth (though may
still be unprofitable) and
is focused on
dominating its market
segment. Funding is
used for substantial
scaling, market
expansion, and

Series B $30M-$100M $10M-$50M
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potentially acquiring
competitors.

When they endeavor in their first investment rounds (normally carried out by government grants, friends, and
family members, as well as angel investors and VC firms), and have the primary objective of “crafting a

product/service”, “validating a business model”, or “growing its user base” we say that they are “early stage”
startups, since they lack the ability to either become profitable, or institutionalize itself into a corporation.

In other words, early-stage investments are focused exclusively on growing the company as much as possible, as
fast as possible, without maintaining a profit or minimum cost-structure. Typically, early-stage investments cover
several investment rounds of the VC investment curve, ranging from their first investment round until Series A,
as shown below:

STARTUP FINANCING CURVE DIAGRAM

When making venture capital investments, a big side-effect of bringing capital to new industries business models
and motivated management teams, is the ability to “multiply” expected profit value by including economic gains
that are related to the amount of stakeholders impacted and the market effects generated. This “Multiplier Effect”
is a positive macroeconomic term that amplifies the value generated by a VC fund when investing in companies
that impact communities, suppliers, clients, markets and the planet. Taking a startup as an “agent,” it will move
through the economic web of intricate stakeholders, affecting them in the form of additional revenue streams,
strategy gains (better ways to do something), or socio-economic gains (such as better quality of living as a
customer). As an example, Endeavor Chile conducted a study where it estimated that a $200 million fund-of-
funds could provide an economic spill-over of more than ten times their size. In that same study, the fund could
provide financing to eighty startups that would provide job opportunities to more than 5,000 people and bring
more than $300 million in VC co-investments.

STARTUPS BEHAVE DIFFERENTLY
FROM CORPORATIONS AND PUBLIC MARKETS

Venture capital (VC) has emerged as a critical asset class for institutional and high-net-worth investors seeking
enhanced risk-adjusted returns and portfolio diversification. Its distinct characteristics—illiquidity, long-term
investment horizons, and exposure to private, high-growth companies—position VC uniquely relative to
traditional asset classes such as public equities and fixed income.

One of the primary advantages of VC investing lies in its low correlation with public markets. Empirical evidence
from global investment benchmarks consistently shows that returns from early-stage VC funds have near-zero
correlation with stock indices such as the S&P 500 or the Nasdag Composite. Unlike public securities, which are
susceptible to short-term volatility driven by macroeconomic news, geopolitical events, or investor sentiment,
venture capital investments are largely insulated from daily market fluctuations. This insulation is due to their
long-term nature, infrequent pricing events, and fundamental dependence on private company growth rather
than market sentiment.
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Furthermore, historical data from benchmark indices such as Cambridge Associates’ U.S. Early-Stage Venture
Capital Index demonstrates that, over extended investment horizons (10, 15, and 20 years), venture capital has
consistently outperformed most public market benchmarks on a total return basis. While public market
equivalents (PMEs) such as the S&P 500 or Nasdag Composite may offer reliable returns, they rarely match the
upside potential observed in top-tier VC funds. This outperformance is particularly relevant during periods of
macroeconomic instability, when VC returns have historically shown resilience and, in some cases, counter-
cyclicality.

In addition to financial performance, venture capital investments allow exposure to innovation-driven sectors
that are underrepresented in public markets—such as fintech, healthtech, edtech, and sustainability solutions.
These sectors are often dominated by private companies in their early growth stages, and VC enables investors
to participate in value creation well before these firms reach maturity or enter public markets. Increasingly,
traditional institutional investors are participating in later-stage private rounds to capture this upside,
recognizing that much of the value generation now occurs before IPO.

The structural evolution of the private capital markets has also contributed to this trend. Companies are staying
private longer, supported by successive private rounds and growing investor appetite. This has shifted value
capture toward private equity and venture capital investors, and away from public market participants. As a
result, venture capital has become not only a complementary asset in a diversified portfolio—but often a
necessary component for those seeking full exposure to innovation-led economic growth.

Finally, the risk-return profile of venture capital—while characterized by high dispersion and asymmetric
outcomes—can be managed through disciplined fund selection, adequate diversification across portfolio
companies, and alignment with skilled fund managers. When structured appropriately, VC funds contribute to
overall portfolio efficiency by introducing above-market return opportunities without adding systemic risk.

THE ROLE OF PRIVATE EQUITY
AND PRIVATE DEBT IN EMERGING ECONOMIES

In addition to early-stage capital, Private Equity (PE) and Private Debt (PD) represent vital instruments for
mobilizing long-term capital, strengthening the private sector, and unlocking productivity in emerging

economies.

Whereas venture capital typically targets startups at the earliest stages of growth and innovation, private equity
focuses on more established enterprises, often small and medium-sized businesses (SMEs), with proven cash
flows, recognizable brands, and demonstrable market traction. These businesses may be family-owned,
entrepreneur-led, or even carve-outs from larger corporate entities. In many Caribbean nations, such firms
represent the backbone of the economy, yet remain underserved primarily by traditional banks and, to a lesser
degree, venture capital. Private equity funds step into this gap, offering not just capital, but also strategic
guidance, governance improvements, and expansion support.

Private equity transactions are often structured as majority buyouts, growth equity infusions, or sectoral
consolidation plays. These investments help firms professionalize management, improve operational efficiency,
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enter new markets, and prepare for eventual exits, whether through secondary sales, strategic acquisitions, or
capital markets. In economies marked by succession challenges, family business stagnation, or regional
fragmentation, private equity plays a catalytic role in preserving local businesses while enhancing their
competitiveness.

Private debt (also referred to as private credit) complements this spectrum by providing flexible, non-dilutive
financing to companies that may not yet be ready for equity investors but require growth or bridge capital. This
includes senior loans, mezzanine debt, revenue-based financing, and asset-backed lending. In many Caribbean
jurisdictions, banks maintain conservative lending standards, often requiring excessive collateral or lengthy credit
histories that exclude SMEs from formal credit channels. Private debt funds offer tailored solutions, adapting
repayment schedules, risk pricing, and covenant frameworks to local realities.

For governments and multilateral institutions, supporting PE and PD strategies serves several development
objectives: promoting SME formalization, reducing credit access inequality, driving productivity, and diversifying
capital markets. These asset classes also attract a broader set of institutional investors, including pension funds,
insurance companies, and development finance institutions (DFls)—who seek predictable cash flows, downside
protection, and lower volatility relative to venture capital.

Ultimately, the development of a balanced private capital ecosystem—one that spans venture capital, private
equity, and private credit—is essential for Caribbean countries to achieve inclusive growth, financial deepening,
and entrepreneurial resilience. Each instrument plays a unique role in the capital formation lifecycle, and fund
managers must understand how to deploy them effectively to maximize both return and impact.

INVESTMENT PHILOSOPHIES
ACROSS PRIVATE CAPITAL STRATEGIES

While venture capital (VC), private equity (PE), and private debt (PD) all aim to deploy private capital to generate
returns and stimulate economic growth, each asset class is guided by a distinct investment philosophy rooted in
the type of company it targets, the maturity of the business, and the mechanism through which value is created.

Venture Capital is driven by a thesis of innovation-led growth. VC funds invest in startups that prioritize scalability,
digital transformation, and new market creation. The underlying belief is that exponential revenue growth—
achieved through product innovation and disruptive business models—can more than offset high failure rates.
As such, VC managers focus on identifying visionary founders, large addressable markets, and early evidence of
product-market fitness. Value is typically created through speed of execution, user growth, and market capture.

Private Equity is anchored in the belief that operational efficiency and governance upgrades can unlock
significant value in already-established companies. PE managers target firms with positive cash flows, proven
business models, and the potential for performance improvement through professionalization, cost optimization,
or market expansion. The core value proposition of PE lies in executing control or influence strategies—
implementing better management, aligning incentives, and enhancing productivity. This strategy is well-suited
for mid-sized firms navigating succession, stagnation, or consolidation challenges.
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Private Debt is grounded in the principle of predictable cash flow underwriting. Rather than seeking ownership,
PD investors provide structured credit solutions based on a company's ability to repay, often secured by collateral,
or backed by revenue performance. Private credit funds are particularly valuable in settings where traditional
bank financing is unavailable or unsuitable. Investment decisions emphasize risk-adjusted returns, focusing on
repayment capacity, capital preservation, and contractual downside protection.

Understanding these underlying philosophies is critical for fund managers, LPs, and policy stakeholders alike.
Each strategy carries different time horizons, return expectations, and implications for founder/management
team—and plays a complementary role in building robust private capital markets.
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COMPARATIVE
Overview of VC, PE, and PD

ATTRIBUTE VENTURE CAPITAL PRIVATE EQUITY PRIVATE DEBT

Early-stage startups with
high growth potential and

Established SMEs or

Businesses in need of capital
but not wanting to dilute

Who is it for? B companies with stable cash . .
unproven business flow and operational ubside ownership, often with
models P P limited access to bank credit

Investment USD $50K - $5M (Seed to  USD $2M - $50M (growth oD $500K - $20M fterm

Ranges Series B) equity, buyouts, roll-ups) oans, mezzaning, revenue-

' ' based financing)
5-10 years (with long 3-7 years (driven by exit 1-5 years (linked to

Investment ; . .

o holding periods and strategies such as trade repayment schedules or

Horizons ) . .
binary outcomes) sales or secondaries) maturity terms)

Term loans, mezzanine debt,

Investment Convertible notes, SAFEs, Common or Preferred revenue-based financing

Vehicle preferred equity Equity agreements, collateralized

debt instruments

Cost for the Large or full ownership Interest payments; collateral

Founder/Manage Minor dilution of equity transfer + governance requirements; financial

ment team oversight covenants
Emphasis on team, Emphasis on financial Emphasis on cash flow

Investment market size, product performance, operational stability, creditworthiness,

Analysis Rigor

Risks Investors
Focus on

innovation, and traction
metrics

Product-market fit, team
execution, scalability, and
follow-on funding risk

KPls, strategic positioning,
and exit potential

Execution risk, governance
limitations, macroeconomic
exposure, and exit timing

asset base, and downside
risk protections

Default risk, liquidity risk,
collateral sufficiency, and
covenant breach
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SECTION 1 - CRAFTING THE FUND

Establishing a private capital fund in the Caribbean requires a deep understanding of the local ecosystem, legal
frameworks, and fund governance principles. This section provides fund managers and sponsors with a roadmap
to set up a compliant and well-structured investment vehicle aligned with international best practices. It covers
the essential building blocks—strategic orientation, fund design, legal formation, and governance mechanisms—
necessary to ensure the fund is viable, credible, and operationally sound from day one.

PART | - WHAT WILL YOU ACCOMPLISH IN THIS SECTION?

UNDERSTAND THE MARKET
AND CRAFT THE INVESTMENT THESIS

Successful deployment of capital in meaningful investments requires a delicate balance between the ability for
the fund manager to find the best possible opportunities and its capacity to utilize tangible and intangible assets

to add value to the portfolio.

When it comes to private capital investments, the fund manager relies on many factors to make an investment
decision, such as:

The ability to source potential investment opportunities.

The skillset to carefully determine if deals are harmful or profitable to portfolio’'s economics.
The timing to execute these investments.

Current market dynamics (with its deficiencies and limitations).

N

It is wise then to craft a series of rules and strategies that will maximize the return on investments in the expected
portfolio, to avoid deviation from the objective, which is producing a healthy, profitable portfolio.

Before even attempting to raise capital, the fund manager must have a clear understanding of why is raising a
fund, and how its portfolio will maximize the return of investment of a group of investors. Therefore, the
investment thesis is defined as the set of objectives, rules, limits, amounts, assets, and frameworks that allow the

un

fund to construct a portfolio of “n” companies, which will provide “X" returns, in a “z" amount of time.
When crafting the investment thesis, the fund manager must not forget that:

1. The thesis must provide actionable and measurable items. A carefully crafted thesis has key indicators
that can be measured through time, irrespective of the outcomes, and those indicators must support the
set of rules devised to construct the portfolio.

2. The thesis must have the objective to construct a portfolio and provide the necessary steps to liquidize
its assets in the form of cash. In other words, the thesis must provide all the necessary resources to
complete the full investment cycle (sourcing, analyzing, executing, developing, and exiting investment
deals).
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3. The thesis must maximize the value of its investors by providing superior, risk-adjusted returns. The
strategies, the rules of construction and workstreams must always be devised with the objective of
generating returns to limited partners (whether such returns are of financial, social, or environmental
nature).

4. The thesis must take into consideration the timeframes of all the stakeholders involved. Depending
on the objective of the fund manager, it can craft closed-end funds (those that return capital and profits
in a limited timeframe), or evergreen funds (those that re-invest profits perpetually). The timing of each
fund affects the holding period of portfolio companies, the type of potential investors that can provide
capital to the fund, and the stage of development of target companies.

COMPONENTS OF AN INVESTMENT THESIS

The investment thesis should clearly articulate how the fund manager intends to position the fund as a value-
added, or “smart money,” investor. This entails outlining the specific mechanisms through which the fund will
engage with portfolio companies beyond investment. For example, will the fund manager leverage sector-
specific networks to facilitate commercial partnerships or customer acquisition? Will it offer operational support
to enhance scalability and performance? Will it provide strategic guidance to enable international expansion?
Leading private capital funds differentiate themselves through robust value creation models—translating
expertise, networks, and resources into measurable advantages for portfolio companies. A clearly defined
engagement strategy not only enhances the fund'’s ability to access high-quality deal flow but also contributes
to improved portfolio outcomes. It also guides the fund manager's impact strategy if he/she chooses to measure
impact of its investments.

To develop a robust investment thesis, the fund manager should follow a structured, five-step process. Each step
is critical and must be completed in sequence, as the insights and outcomes derived from each stage serve as
the foundation for the subsequent one. Skipping any step may undermine the coherence and effectiveness of
the overall strategy.

STEPS TO CRAFT THE INVESTMENT THESIS|

STEP 1. ASSES EXTERNAL AND INTERNAL FORCES

A portfolio is bound to be positively or negatively affected by forces that are external to the capabilities and assets
of the fund manager, including:

The countries in which the manager expects to invest in
The industries selected
The overall competitive landscape of other fund managers

NN

The amount of liquidity available in each market

These factors all affect the way a manager will behave and therefore the expected outcome of the portfolio. As
the first step in the construction rules, the fund manager must then thoroughly research the impact that these
forces will have on their ability to find deals, going from the least effective (geographical and economic outlook),
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to the most impactful (target industries). The image below illustrates some of the most important forces that
impact the portfolio:

INVESTMENT THESIS FORCE MAP

This section is designed to help fund managers move from context analysis to strategy formulation by
systematically evaluating the external and internal forces that will shape their fund’'s investment thesis. Each
table presents dimensions that can materially influence how a portfolio is constructed, managed, and exited.

Start by evaluating the macro and market-specific conditions that are beyond the fund's control but will
significantly shape the opportunity set and portfolio dynamics. Then, evaluate the internal capacity of your firm
to execute on the opportunities you wish to invest in. For every factor (i.e., target geography, sourcing capabilities,
etc.), ask the following questions:

1. Whatis the reality of our target market?
2.  What opportunities or constraints do these forces represent?
3. How does this force affect our ability to invest, manage or exit deals?

EXTERNAL FORCES

What are the conclusions that
must be translated into
rules/items for the Investment
Thesis?

How do the
forces affect
the portfolio?

What are some of the issues that need to
be addressed??

What are the protection mechanisms that

the country offers to shareholders? What

are the consequences of poorly managed

investments? Is there a benefit in investing

in such countries? e Target countries in which
companies will operate

Fiscal and
Legal
Compliance

What are the fiscal costs associated with the
investment? Is it logistically feasible to

Country of origin of the
founder/startup/company/pr

)
E distribute capital to local and foreign oject
o investors in that country? The legal structure of the
2 investment
o How should entrepreneurs be approached The legal structure of the
8 to do business? Is my way of doing business fund
(V) Cultural . . )
Sentiment compatible with the target country? Where International scope
are normally entrepreneurs spending time Ability to make
together? Where do | get the investors? opportunistic deals (outside
thesis)
Is the country good enough to do business?
Economic Are they in a period of political instability?
Strength What are the risks associated with a foreign

investor?




CARIBBEAN

IMPACT MANAGER
Market
Dynamics
("]
0
S
O
Fe)
[}
("]
n
<

Industry

Competitive
Landscape

Market
Trends

Market Sizing

Timing

Angel

Is the industry able to provide a full
investment cycle? What are the exit
options? Are there success cases that can
back-up its attractiveness? How well
established/developed is the ecosystem?
Are there enough sources of pipeline
(accelerators, universities, other VCs/PEs,
government organizations, etc.)? Where can
| find these entrepreneurs? How much
money is invested per year? How are deals
executed? Is there a successful business
case?

Who is investing in these deals? Are they
local or foreign funds? Which parts of the
company financing curve are crowded with
funds or corporates? What makes these
investors particularly interested in those
markets?

Why are demand/supply shifts and how
does that represent a benefit/problem? How
is technology implemented in such
industries? Is the market growing enough
to allow for more competitors? Why is it
growing?

How big are those markets? Who are the
major representatives of such markets?
Why is innovating in such markets a
necessity for the economy? How are
consumers in this market dealing with
current offerings?

Is it the right time to make investments in
the industry? What are similar countries
doing in this space? Are entrepreneurs
flocking to this industry?

NIIDB  \JIDB Invest N3IDB|LAE

Stage of the
startup/company (Series
Seed, Series A, etc.)

Portfolio management style
(proactive, supportive,
reactive)

Transaction criteria (initial
ticket, follow-on ticket,
investment caps, holding
periods)

Portfolio size

Type of securities used to
make an investment
Deals'impact and
sustainability

Sourcing capabilities (where
are the deals coming from?)
Leadership style (lead
investor or co-investor)

Number of industries
reviewed

Sustainability component
Restrictions on investments
Restrictions on the amount
of deals/money per industry
Industry impact (how are
these deals becoming
increasingly relevant in the
industry)

Characteristics of potential
investment opportunities
(company size, team size,
management team’s
credentials, degree of
business model/product
innovation, etc.)
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In what
ways can
such forces
affect the
portfolio?

Fund Legal
Structure

Corporate
Governance

Deal
Structuring

Conflict of
Interest

Angel Ventures

INTERNAL FORCES

What are some of the issues that need to
be addressed??

What are the rules that are going to be put
in place to manage the careful balance
between a fiduciary duty to respond
towards portfolio outcomes and the
responsibility to behave correctly and
professionally?

How am | going to approve/reject an
investment? Who is involved and to what
extent? What are potential conflicts-of-
interest associated with the decision-
making process? How are we going to
behave ethically, responsible, and
professionally when risks are detected?

What are the major things that we are
interested in when it comes to managing
the investment opportunity daily? What are
the most important terms to us in the term
sheet? What Is

How do potential conflicts of interest impact
investment decisions, portfolio
management, and LP relationships? What
hidden biases or competing interests might
influence fund operations?
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What are the conclusions that
must be translated into
rules/items for the investment
thesis?

e Advisory committee (or
other governing body)

e Investment committee
construction

o Decision-making process
(how are we going to
approve a deal?)

o Negotiation style on deal-
closing

e Limited Partner onboarding
and sourcing (what are the
most appropriate investors
to achieve a successful
fundraising?)

What process will we use to
identify, disclose, and manage
conflicts of interest? Who has the
authority to approve exceptions
to conflict policies? How will we
document and communicate
conflict resolutions to relevant
stakeholders? What preventive
measures can we implement to
minimize conflicts?

Issues to Address:

° Personal investments by
team members in portfolio
companies
Relationships with service
providers
Cross-fund investments

° LP co-investment
opportunities
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How many offices/personnel/directors need
to find and build the portfolio? Software?
Tangible Where are we got)ng to place these Competitive advantages —
Resources people/resources? Is the fund large enough why is the fund manager
to accommodate the budget necessary to the best option to manage
safeguard the day-to-day operations of the the fund?
2 fund? Where are we going to get
o the deals?
5 .
§ Who W”’l participate in the decision-making sHuoc;/c\:/easrsia/rljyue?(ciiclr;gcgompany
o process? How can we add value to the upon maturity?
portfolio and increase its profitability? How S . d onboardi
. much networking can we leverage to help ourcing and onboarding
Intangible . . limited partners
Resources thg portfollo.c.om panies grow? Hoyv are we hiri
going to position the fund among its Key hirings
competitors? Do we have a framework to Advisors and mentorship
approve an investment deal? Do we have
the resources needed to exit a deal?
What are the things that we are most
interested in when it comes to reviewing
. portfolio performance? How can we
Business - .
Review measure the impact of value-add strategies
implemented? How can we know that the
- company is performing correctly? How do
5 we respond to crisis and risky situations? What is the management
£ style of the fund manager?
& What is the monitoring
% What are the things that we will do to erzaij;c\)/:/Z?add value to
a Value-Add increase the value of our |nves1§ments? What combanies?
) Strategies are we good at? Is there a particular set Qf P .
o skills sets that we can use to help portfolio KFl and KPI disclosure
¥ companies grow? In-house vs. outsourced
S operations
How are we going to manage the day-to-
Fund day operations of the fund (capital calls,

Operations

distributions, financial statements, report
drafting, compliance for LPs, etc.)

After the fund manager has gone through all forces, he/she must those observations into explicit rules or
preferences for the fund. These written statements will be operational guidelines in later stages of the fund’s
lifecycle, so they should not be changed unless such rules i) are too rigid, ii) difficult to comply with, iii) expensive
to maintain and/or iv) reduce response times from the investment team.

To help managers understand the type of answer they would need to craft, here is a conversational case of what
a fund manager would typically say during an investor meeting when asked about his/her investment thesis:
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A CONVERSATION BETWEEN
A FUND MANAGER AND A POTENTIAL INVESTOR

The following is an illustrative conversation between a fund manager and a potential institutional investor. It
demonstrates how to communicate the fund's investment thesis in a clear, data-driven, and context-aware
manner. The exchange highlights how a manager can combine regional insight, portfolio strategy, and
development rationale to build conviction in the fund’'s geographic and sectoral focus—particularly within the
Caribbean and broader emerging markets.

Investor - So, let us start from the top. What is the geographic scope of the fund?

Fund Manager - We are focused on the Caribbean—primarily the larger and more economically active markets
like Jamaica, Trinidad & Tobago, the Dominican Republic, Barbados, and a few OECS countries with rising
startup activity, like St. Lucia and Grenada. Of course, these countries alone might not be sufficient to gather
enough pipeline to invest, so we are also looking at ex-Caribbean founders, especially those operating from the
U.S., Canada, and the U.K, as many of them are building for regional problems with global execution standards.

Investor - Okay. And what makes you think there is a viable startup pipeline in that region?

Fund Manager - Great question. While the Caribbean is not yet comparable to Brazil or Mexico, we are seeing
the early signs of an innovation wave. Mobile penetration is over 80%, and smartphone adoption is growing fast.
In fintech alone, more than 70% of the region’s adults remain unbanked or underbanked, creating huge
whitespace for financial inclusion products. Just in the past 3 years, we have tracked over seventy-five tech-
enabled startups launching in the region, many bootstrapped or backed by microgrants. But there is a clear
capital bottleneck: less than 5% of these companies raise more than $250,000.

Investor - So that is the gap you are aiming to fill. How are you thinking about sectors?

Fund Manager - We are focused on digitally scalable, capital-efficient sectors. Our top targets are Fintech (like
payments, wallets, or credit scoring), Climate-tech and agritech (especially in food resilience and water systems),
Healthtech and edtech (infrastructure gaps post-COVID), Logistics and e-commerce enablers (last-mile delivery,
inter-island freight) and finally Tourism-tech, since travel is still 15-30% of GDP in some islands.

Investor - Tourism-tech seems kind of an obvious answer, but | like it that you are diversifying industry-wise,
which makes it more appealing from a risk-perspective. What about ticket sizes and instruments?

Fund Manager - We will invest at Pre-Seed to Series A, with check sizes ranging from $50,000 to $500,000. Our
reserve strategy allows for follow-ons of up to $1 million in later stages, especially if co-investors step in. We will
use convertible notes and SAFEs for early-stage bets, and shift to equity at Series A and beyond. Our goal is to
build a 15-20 company portfolio, with a 2:1 ratio of initial checks to follow-ons.

Investor - The numbers make sense given the market conditions. But | am worried about successfully building
your portfolio. What is your approach to sourcing deals?
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Fund Manager - We are embedded in the region—actively partnering with accelerators like Branson Centre,
Startup Huddle, and the CCIC. We also have deal-sharing agreements with angel syndicates, Miami, and
London, where a lot of successful Caribbean founders operate. We've already pre-screened 60+ companies for
a pilot pipeline, and our CRM tracks another 120+ across fintech, health, and logistics. Our sourcing playbook
combines ecosystem presence, digital scouting, and event-based deal origination.

Investor - | like that you have unique ways to attract pipeline, which will make you more desirable since you will
not be competing for the best deals as much as other managers. So, after investing—how do you plan to add

value?

Fund Manager - We will be hands-on. We are thinking of having monthly check-ins with founders, force Board
participation in deals that surpass the $250K mark, and assist companies with financial modeling, GTM
strategies, and hiring. But we will also bring tangible advantages—Iike partnerships with law firms, cloud service
discounts, and grant navigation. For example, we helped a pre-pilot founder in Barbados secure $40,000 in non-
dilutive funds in under six weeks.

Investor - What about exits? How realistic is it in this region?

Fund Manager: It is a valid concern, but the landscape is changing. Here is what we are seeing: Strategic exits
are already happening. Banks and telcos are looking to acquire fintechs and logistics platforms. There are
ongoing roll-up plays in tourism tech and e-commerce. Some companies will graduate into global follow-on
rounds—we are already talking to VCs in LATAM and Africa with interest in Caribbean crossover plays. And yes,
secondary sales and tokenized exits are on the table for certain verticals. Our average holding period target is
5-7 years, but we anticipate partial liquidity in some deals by Year 3—4.

Investor - | have not yet seen a successful tokenized exit to date, and quite frankly, given current development
of the region, | fail to see how it would be a viable option. But let us keep going. Walk me through the legal stuff.
How are you setting up the fund?

Fund Manager - We are forming a $15M-$20M fund as a Limited Partnership, likely domiciled in Cayman with
back-office admin in Barbados for regulatory simplicity. The General Partner will manage investments and
operations, with an investment committee that includes regional and sectoral experts. We are speaking with
DFls and public-sector sponsors about potential first-loss or blended capital to further derisk the structure for
commercial LPs.

Investor - And will there be a system to manage ESG risks and impact intentionality?

Fund Manager - Absolutely. We will integrate basic ESG compliance into due diligence and offer a value-add
ESG framework to founders. We are also targeting key development outcomes like financial inclusion metrics,
female founder representation, job creation and SME formalization. We are also thinking of having at least 25%
of the portfolio focus on climate resilience or adaptation. We want returns, but we also want development
outcomes that make the region more investable in the long term.
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Investor: | like the thesis. There are a lot of things that, to be honest, do not make too much sense, so we would
need to refine them before we sign as an anchor investor. One last question, though, why you?

Fund Manager: We have a blended team: operators, early-stage investors, and regional ecosystem builders. We
have worked on over twenty early-stage transactions, mentored Caribbean founders directly, and raised capital
ourselves. We know the market’s pain points—but more importantly, we know how to navigate them... and we
are not tourists in this ecosystem—we are builders, based here, with skin in the game.

STEP 2. CRAFT THE RISK MANAGEMENT FRAMEWORK

Risk management is central to managing the fund'’s portfolio and achieving the strategic objectives. A framework
for investment risk management is established through:

l. Adoption of investment policies for total fund allocation.
. Portfolio companies with appropriate benchmarks.
1. Reasonable risk limits for the implementation of the program.

The level of risk assumed will be monitored and reported using selected risk metrics as required. It is important
to note that the framework does not require the elimination of risk but instead strives to achieve a balance
between risk and return. The fund must take on risk to achieve desired levels of return. The objective is to ensure
that economic and investment risks taken are prudent and effectively managed with collaborative input from
each one of the portfolio companies.

A good risk management policy will try to accomplish the following objectives:

1. Provide an integrated process for overall investment risk management from a macro-economic
perspective up to a portfolio and operations level.

2. ldentify, measure, and communicate investment risks across the fund'’s major stakeholders (such as LPs).

3. Monitor investment returns as well as risk to determine if risks taken are adequately compensated.

The risk management framework is not just a compliance exercise. It's a tool to help the fund manager identify,
monitor, and mitigate the main categories of risk the fund and portfolio may face. This is especially important in
the Caribbean context, where regulatory unpredictability, limited depth in capital markets, and ecosystem
immaturity increase exposure across several risk categories:

1. Start by using the provided table of risk layers as a diagnostic tool. Identify and define the full spectrum
of risks across three dimensions.

2. Create a simple risk matrix (you can use a 2x2 or 3x3 grid) that ranks risks by likelihood (Low / Medium /
High) and Impact (Low / Medium / High).

3. Eachrisk should have a clear owner—someone on the GP team, the fund administrator, legal counsel, or
compliance officer (depending on the risk). For example, the legal counsel oversees regulatory and entity
compliance, and the CFO or operations lead owns capital call and cash management risk.
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For each high-priority risk, write down how you will mitigate it. Use a simple statement. For example, if
currency devolution is a highly probable risk, you could mitigate it by investing in USD-denominated

instruments.

Until this point, you have created a guideline to identify and manage the risk. Now, create a
straightforward process to monitor these risks regularly. For example, a quarterly risk dashboard shared
with the IC or advisory board, or a compliance calendar to track regulatory filings and LP notices. Do not
engage in large documentation. Only regular, actionable checks and balances are enough.

At some point, these risks might escalate in severity or materialize. You will then create a small response
playbook to understand what to do, who should be involved, and what documents would need to be

maintained.

ELEMENTS OF A COMPREHENSIVE RISK MANAGEMENT FRAMEWORK

RISK
ASSESSMENT

Currency Risk

Geo-political
Risk

Market Risk

Economic Risk

Conflicts of
Interest

Fund Strategy
Risk

Reputation Risk

RISK-MINIMIZING TOOLS

Short-Term cash flow deposits, Tranche-based company commitment. Limited
exposure to financial assets.

Portfolio diversification based on company size, industry, jurisdictions, deal
sizes, vintage deals, and commitment allocations.

Remuneration is based on long-term incentive arrangements. Investment
team time allocation review. Conflict resolution sub-committee.

Market and sector development assessment. Monitor external trends and
forecasts while consistently reviewing our assumptions and tracking the
performance of our investments.

Thoroughly assess the companies in which the fund will invest. Any indication
of unethical practices is identified during the due diligence process and
afterwards, the fund will continuously monitor such risk with portfolio
companies.
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LP due diligence procedure. LP Cash flow monitoring through compliance
procedures.

Commitment subscription is structured so that LPs can offer continuity to the
fund during its duration. Updates on a regular basis with detailed information
about their portfolios to ensure that our strategies remain aligned. Diversify
and expand our investor base.

Managing Directors and investment teams involved throughout the
investment process. due diligence Process. Equity and Equity-related
investment vehicles. Follow-up assessment based on exit strategy timing,
additional due diligence procedures. Co-investment sponsorship.

Management reports & review procedures. Cash management control (cash
flow forecasting and monitoring of liquidity). Clearly defined roles for back-end
and front-end operations, segregation of duties, delegated authorities, and
monitoring at all levels. Third-party services are contracted with reputable firms
and have service-level contracts with a number of these parties.

Treasury services managed by one of the leading banks in VC and PE
investments.

Limits on committed capital per portfolio company. Asset allocation discussed
regularly.

Quarterly business review and assessment, including forecast vs. actual
performance, detection and enhancement of value drivers, identification of
new business opportunities, synergies between portfolio companies.

Flexible corporate governance and legal engineering, including motivational
and rewarding schemes for the founding team.

Financial control measures, use of proceeds monitoring, assurances and
resource controls in bylaws, audit policies, wages and salary policies aligned
with market standards, re-investment of profit policies.
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AN EXAMPLE OF RISK MANAGEMENT - MANAGING CURRENCY RISK
RISK
CATEGORY

SPECIFIC
RISK
LIKE HOOD

IMPACT

MITIGATION
STRATEGY

MONITORIN
G PLAN

CONTINGEN
CY PLAN

Market risk

High currency volatility in the fund'’s target markets (e.g., Jamaican Dollar, Trinidad & Tobago
Dollar) may reduce the USD-equivalent value of local revenues or exit proceeds. This affects
portfolio company profitability, investor returns, and the fund's internal rate of return (IRR).

High — Many Caribbean currencies are subject to fluctuations due to small open economies,
FX reserves dependency, and external trade shocks.

High — Many Caribbean currencies are subject to fluctuations due to small open economies,
FX reserves dependency, and external trade shocks.

Denominate all investments in USD whenever possible, especially when drafting
SAFE or convertible note agreements.

For local currency investments, include FX protection clauses or collar mechanisms
where feasible.

Prioritize companies with USD-based revenue models (e.g., exporters, companies
with international customers, remote service providers).

Maintain a diversified geographic exposure to avoid concentration in one volatile
currency.

Regularly consult with local financial advisors to monitor FX trends and
macroeconomic indicators.

m CFO / Operations Lead / Trustee

Track local FX rates monthly and flag deviations >5%.

Include currency risk exposure as a line item in the quarterly investment committee
report.

Stress test IRR models under different FX depreciation scenarios at least annually.
Conduct an annual audit of portfolio currency exposure.

If a major devaluation (>15% in 3 months) occurs:

Flag exposure to the investment committee.

Reassess exit timelines or renegotiate USD-linked revenue targets with
founders/managemnt teams.

Communicate FX-adjusted NAV to LPs transparently in quarterly reports.

Explore hedge options or revised co-investment structures with regional DFls.
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TIPS AND RECOMMENDATIONS

1. Anchor your thesis in your local advantage. Why are you the right fund to invest in this region now?

2. Make your thesis specific enough to differentiate you (sector, stage, geography), but flexible enough
to evolve.

3. Usethe external/internal forces table to audit your capabilities and market conditions. Let this guide your
thesis boundaries.

4. ldentify and prioritize the ‘why now’ angle — Is it tech penetration? Policy shift? Untapped
demographics? Timing is key.

5. Avoid copying big-market models. The Caribbean has unique market sizes, infrastructure challenges,
and consumer behavior. Your thesis should reflect local realities.

6. Quantify where possible. Use data on unbanked populations, digital adoption, competitive density, etc.
to show there's real opportunity.

7. Consider integrating ESG or inclusion into your thesis. Many DFIs and public LPs expect this layer of
intentionality.

8. Evaluate your thesis with LPs, accelerators, and ecosystem builders. If it resonates with them, it will
likely resonate with the market.

ADAPTING THE INVESTMENT
THESIS DESIGN FOR PE AND PD STRATEGIES

While venture capital funds tend to focus on early-stage innovation and disruptive models, PE and PD funds
require investment theses that reflect different risk-return profiles, target company maturity, and intervention
strategies.

For PE managers, the investment thesis must be designed around identifying inefficiencies in otherwise stable
companies. This includes growth-stage SMEs with untapped markets, under-managed family businesses, or
carve-out opportunities from larger groups. The value proposition in PE lies in transforming performance through
governance upgrades, operational improvements, professionalized leadership, and, in some cases, strategic roll-
ups.

In contrast, private debt investment theses revolve around capital preservation and cash flow predictability. PD
managers must identify companies with reliable revenue streams, manageable leverage ratios, and clear
repayment capacity. The thesis often focuses on underserved borrower segments—particularly those excluded
from formal banking channels—offering flexible, non-dilutive capital that is still subject to institutional-grade
underwriting standards. To illustrate these differences, consider the following narrative:
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THE CARIBBEAN FUND THESIS - EXAMPLE FOR EACH ASSET CLASS

Let us imagine a Caribbean-based fund manager who observes three structural bottlenecks in the region’'s

private sector:

1. An emerging generation of tech-savvy entrepreneurs building scalable startups with regional relevance

but no access to seed capital.

2. Alarge base of family-owned SMEs operating with outdated processes, facing succession challenges and

limited access to growth funding.

3. A widespread credit gap in the “missing middle"—firms too large for microfinance but too risky or

undocumented for traditional banks.

With these important market opportunities, the fund manager believes that unlocking private capital for each of
these bottlenecks could generate significant financial returns while fostering formalization, job creation, and

regional economic resilience. Rather than build one fund to solve all three problems, the manager creates three
tailored funds, each targeting a specific strategy: a VC fund, a PE fund, and a PD fund. Each shares a common
purpose but adapts the investment thesis to its asset class logic.

DIMENSION

Fund Name

Fund Size

Strategic
Objective

Target
Companies

Stage of
Business

Geography

Instruments

VENTURE CAPITAL FUND

Caribbean Innovation
Ventures |

USD $20 million

Back early-stage, scalable
startups with high growth
potential

Startups with <$500K in
annual revenue and high
growth potential

Pre-Seed to Series A

OECS, Jamaica, Dominican
Republic, diaspora-founded
startups

Convertible notes, SAFEs,
preferred equity

PRIVATE EQUITY FUND

Caribbean Growth
Equity Partners |

USD $50 million

Acquire or invest in
SMEs with operational
inefficiencies or
succession issues

Companies with $2M-
$10M in annual revenue,
EBITDA margins >10%

Post-revenue, pre-
expansion, or succession
stage

Jamaica, Trinidad,
Barbados, DR; scalable
regional SMEs

Common or preferred
equity; shareholder
buyouts

PRIVATE DEBT FUND

Caribbean Impact Credit
Fund |

USD $30 million

Provide flexible credit to
underserved SMEs with
stable cash flows

Companies with $IM-$5M
in revenue, stable monthly
cash flows above $50K

Cash-flow positive SMEs
needing working capital
or growth loans

All Caribbean markets;
underserved formal and
semi-formal businesses

Term loans, mezzanine
debt, revenue-share
agreements
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Check Size

Number of
Investments

Holding Period

Expected Net
IRR

Value Creation
Model

Exit /
Repayment
Path

Liquidity
Strategy

Development
Impact Focus

Anchor LP
Appeal

USD $100K-$1M

25-30 portfolio companies

5-10 years

18-25%

Strategic mentorship, go-to-
market acceleration, regional
partnerships

Strategic M&A and secondary
sales

End-of-fund liquidity events;
occasional secondary sales

Digital innovation, youth
employment, new sector
creation

DFIls focused on innovation,
regional governments,
diaspora angels

Angel WOIDB

USD $2M-$8M

8-12 platform
investments

4—7 years

15-20%

Operational upgrades,
new management,
digitization, roll-ups

Trade sales, sponsor
buybacks, regional
consolidation

2-3 exits by Year 6;
target MOIC >2.5x

SME formalization,
governance
strengthening, local job
growth

DFls, regional pension
funds, Caribbean family
offices
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USD $500K-$3M

15-20 borrowers

2-4 years

10-14%

Cash flow discipline,
flexible repayment terms,
interest coverage
stabilization

Amortized repayment,
refinancing, equity kicker
or success fee (if
applicable)

Quarterly repayments;
cash income from Year 1

Financial inclusion, de-
risking underserved credit
markets, female-led
businesses

DFls, impact debt
investors, ESG-aligned
family offices and banks

The three investment theses share a unifying logic—mobilizing private capital to bridge structural gaps in the
Caribbean private sector—but are tailored to the mechanics and risk-return profiles of each strategy. A fund

manager’s ability to articulate these distinctions, while maintaining consistency in vision and execution discipline,

is what builds conviction among LPs.

Each thesis must also remain flexible enough to adapt to market evolution. For instance, a PE fund focused on

buyouts may find growth equity deals more abundant in early years, while a PD fund may pilot a revenue-sharing

structure in markets with limited formal documentation.

In all cases, fund managers must move beyond aspirational language to operational clarity—defining who the

fund is for, what it will invest in, how it will add value, and when/how capital will return to investors.
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BUILD THE TEAM & SETUP
THE CORPORATE GOVERNANCE STRUCTURE

Setting up a private capital fund is not just about raising capital—it is also about assembling the right people and
decision-making structures. New fund managers often underestimate the importance of governance, role clarity,
and credibility, which are critical not only for internal efficiency but also to meet LP expectations, regulatory
requirements, and fiduciary standards.

FORMING THE GENERAL PARTNER

At the heart of the fund lies the General Partner (GP), which is the entity and team responsible for sourcing
investments, executing deals, managing the fund’s operations, and reporting to limited partners (LPs). For most
private capital funds, the GP team is lean, composed of two to four individuals who bring a combination of
investment expertise, sectoral knowledge, and regional access. While roles can be fluid at the beginning, it is
important to clearly define responsibilities—typically across deal sourcing and execution, fundraising and LP
relations, operations and compliance, and value creation support for portfolio companies. In smaller funds, many
of these functions are managed internally, while others may be outsourced to professional service providers.

The GP is typically crafted through a functional organizational structure with a hierarchical design of no more
than three reporting levels. The Key Persons (typically the managing partners) at the top of this structure have
full authority to create and modify organizational areas to manage the fund efficiently. These Key Persons are
required to dedicate at least 80% of their professional time to managing the fund's affairs. The organizational
structure is strategically divided into four service levels: back-end services (basic activities like accounting),
middle-end services (portfolio management), front-end services (investment process), and upper-end services
(external stakeholder interactions). This comprehensive approach ensures a systematic and thorough
management approach.

SAMPLE GENERAL PARTNER ORGANIZATIONAL STRUCTURE

Using the following table as a guideline for the organizational structure, the following list describes the key
responsibilities by area or person involved. It is important to note that these guidelines relate to the ultimate
responsibility and accountability of each area, regardless of the number of persons involved and how their duties
and responsibilities are divided among them:
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AREA OWNERSHIP (ULTIMATE RESPONSIBILITY AND ACCOUNTABILITY) FOR:

e Fund public image, ecosystem standing, and market perception

e Fund strategic direction and operations (incl. internal communication, culture,
strategy execution, adherence to policy, and compliance)

e Fundraising efforts and capital calls

e |nvestor relations

Managing o Committee appointments, and committee member relations
Partner e Due diligence process, including business case development and execution
(Key Persons) e Investment ‘go-ahead’ decision-making and distributions

e |Investment ‘Memorandum of Understanding (MoU), 'NDA, and ‘Term Sheet’
negotiations; deal closing

e Business review process and relationship with entrepreneurs

e |nvestment ‘exit’ decision-making and divestment preparation, negotiation,
and closing.

e Onboarding new investors

e Maintaining investor information database updated

e Handling committee communications (incl. scheduling meetings, distributing
key documents prior to committee meetings — e.g,, ‘investment teasers')

e Handling investor communications

e Issuing and following up on investor capital calls

R::;s:::/ e Ensuring investors supply required compliance documentation (e.g., FATCA)
Marketing e Distributing fund Quarterly Business Review Report to investors
e Assisting investors with specific requests (e.g., sending information and
documentation)
e Enhancing the fund'’s public image, ecosystem standing, and market
perception by (i) participating in and organizing networking and ecosystem
events; ii) maintaining and enhancing the fund's social media presence, or iii)
communicating with media representatives
e Attending industry and ecosystem events and establishing contact with
entrepreneurs to source investment opportunities
Pipeline / e Conducting the investment screening process
Investments e Collecting high-level project information and pitch decks through the

investment application process
e Conducting investment screening meetings to learn about projects and the
entrepreneurs behind them and decide which track should they be in
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e Assessing investment opportunities and reporting of main findings to
managing partners

e Recommending attractive opportunities to the managing partners based on
opportunity attractiveness and fit with fund investment thesis

e Coordinating with entrepreneurs to schedule committee meetings

e Following up with entrepreneurs whose projects are on standby and
determine appropriate time to re-introduce them into the process

e Conducting due diligence and creating all report materials

e Review and make sure that there are no pending issues or ‘red flags' to be
addressed before signing term sheet

e Maintaining relationship with portfolio company's entrepreneurs and staff

e Gathering portfolio company data for business review

e Following up on KPI data and following up on missing or unexpected items

e Developing strategic and operational recommmendations based on portfolio
company analysis

e Liaising with managing partners to commmunicate portfolio company pain
points and requirements (e.g., resources, contacts)

e Attending portfolio company board of director meetings

e Developing fund portfolio reports

e Developing Quarterly Business Review Report

Portfolio
Management/ e Developing institutional investor reports (as appropriate)
Development e Developing industry reports (e.g., PitchBook)

e Liaising with independent auditors to provide fund-specific data (e.g.,
financials)

e Providing portfolio companies with the required support, resources, and
contacts by tapping into the fund'’s internal resources and network (consult
with managing partners as required)

e Following up with portfolio companies to ensure pain points have been
alleviated and requirements have been met

e Conducting the exit strategy by identifying and shortlisting potential exit
opportunities, examining asset strategic value, supporting the development of
marketing materials and sales term negotiations
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e Developing and enhancing fund policies, processes, and templates

e Overseeing fund operations and faithful execution of fund processes

e  Ensuring fund compliance with relevant rules and regulations

e Overseeing compliance with fund internal policies and ethical code

e Conducting fund accounting (e.g., capital requirements, individual investor
financials, required distributions)

e Developing, reviewing, and providing legal opinion on all fund contracts (e.g.,

. term sheets, shareholder agreements, MoUs, NDAs)
Operations &

Support e Coordinating with due diligence team and third-party lawyers to conduct legal

due diligence process (scope legal due diligence, select contractors, oversee
their work, and review legal ‘Detailed due diligence report’)

e Managing staffing throughout the organization

e Managing performance evaluation process

e Overseeing recruiting process

e Developing financial statements and reports

e Developing and preparing all treasury related documentation, such as capital
calls, distribution notices, and following-up with investors for those activities.

SETTING UP THE INVESTMENT COMMITTEE

A key element of any credible private capital fund is the investment committee (IC). This body is responsible for
reviewing and approving investment decisions, thereby adding a layer of fiduciary oversight, and ensuring the
fund is not overly reliant on any single individual. For first-time fund managers, the IC also serves as a critical
signal of institutional maturity. IC members should ideally include both internal representatives from the GP
team and independent external professionals with deep experience in the fund's focus sectors or markets. These
individuals may be former investors, successful founders, or domain experts. Selection should be based on both
technical capabilities and their ability to dedicate time to reviewing deals, participating in meetings, and
upholding conflict-of-interest policies. The IC typically convenes before major investment decisions and follows
documented procedures regarding voting, quorum, and deal approval criteria.

INSTRUCTIONS TO SELECT INVESTMENT COMMITTEE MEMBERS

1. Always seek high-reputation, sector-aligned professionals: prioritize individuals with demonstrated
success in the sectors or geographies your fund focuses on. This might include experienced angels who
have invested in startups in your region or focus industry, founders who have built and exited companies
in relevant verticals (e.g., fintech, agritech), or former executives from multinational companies active in
the Caribbean or Latin America.

2. Look for professionals with a track record of judgment, not just status: Domain knowledge matters more
than big titles.
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3. Prioritize Geographic and Ecosystem Fluency: Choose at least one IC member who understands the
local market dynamic, regulatory constraints, cultural norms, and startup ecosystem maturity. In the
Caribbean, that might mean a former regulator, development bank officer, or founder with regional
experience.

4. Ensure They Are Truly Independent: IC members should not i) be LPs with material influence over fund
terms (unless explicitly disclosed), or ii) have ownership in portfolio companies under consideration.

5. Evaluate Availability and Engagement: Being on an IC is not ceremonial. These members will need to
review investment memos, participate in meetings (monthly, quarterly or deal-by-deal), and provide real-
time input when deals move fast. How many other committees or boards are these potential members
on? Are these members willing to sign confidentiality agreements and allocate time consistently? Have
they served in a similar IC capacity before?

6. Aim for Diversity in Perspective and Background: An effective IC benefits from diverse points of view—
across gender, nationality, industry, and function.

7. Offer Clear Onboarding and Incentives: Once selected, IC members should receive, i) a short
onboarding document explaining fund strategy, governance procedures, conflict policies, and meeting
cadence, ii) a non-disclosure and conflict-of-interest agreement, iii) a compensation agreement, which
could include honoraria per meeting, expense reimbursement, and/or participation in the carry pool

THE ADVISORY COMMITTEE OR ADVISORY BOARD

In addition to the IC, many funds—particularly those backed by development finance institutions or institutional
LPs—establish an advisory committee or advisory board. Unlike the IC, this body does not participate in deal
approvals but provides strategic counsel and oversight on key matters such as fund governance, conflicts of
interest, ESG issues, or amendments to the fund's operating agreement. Advisory committee members are
representatives from anchor LPs. While advisory committees are not always mandatory, their presence
contributes significantly to LP confidence, especially when the fund is seeking capital from blended finance
sources or multilaterals. It should be noted that advisory committee should not hold fiduciary duties towards the
fund, and are solely there as representatives of the Limited Partners (LPs).

Before appointing members, it is essential to define the purpose and scope of the advisory committee. Typical
areas of involvement include the review of conflicts of interest, changes to the fund’s legal structure, extensions
of the fund’s term, management of ESG or impact risk, and the interpretation of valuation policies. In certain
situations, the advisory committee may challenge valuations put forward by the General Partners (GP). In more
complex situations, such as the resignation of a keyperson or a proposed change to the limited partnership
agreement, the advisory commmittee often acts as a first-line sounding board for both the GP and LPs.

The size of the advisory committee should be practical and effective. Most funds aim for between three and five
members, with seven as a reasonable upper limit in larger funds. A smaller group ensures decision-making is
efficient, quorum is easier to achieve, and meetings remain focused. These members are typically appointed for
the duration of the fund'’s life or for renewable fixed terms of two to four years.

Advisory committee meetings are typically held one to two times per year. These meetings offer an opportunity
for the GP to present fund performance updates, discuss any material events (such as exits, governance issues,
or new LP commitments), and engage in strategic dialogue around the fund’s direction. Materials provided to
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the advisory committee should be clear and relevant—summary performance reports, valuation rationale, ESG
updates, and notes on any significant operational developments are often sufficient. Unlike IC members, advisors
do not need full deal memos or pipeline documentation.

In addition to its surveillance duties, members of the advisory committee can also provide recommendations and
advise to certain strategic blind spots. If the GP team is technically strong but lacks experience in policy, ESG, or
regional geopolitics, the advisory committee may provide assistance to fill said knowledge gaps, with
recommendations which will be only accepted and enforced by the General Partners.

Finally, while advisory committee members are typically not compensated with carry or fees, fund managers
should strive to create value for them in other ways. This might include providing early access to fund insights,
recognizing their contributions in external communications, or offering opportunities to engage with portfolio
founders/management teams.

ORGANIZATIONAL MODELS FORPEAND PD FUND MANAGERS

The organizational structure of a PE or PD fund differs materially from that of a VC firm, primarily due to the
nature of deal execution, portfolio engagement, and capital structuring.

Private equity teams are typically larger and more vertically integrated, with specialized roles for deal origination,
financial modeling, operational oversight, and exit strategy planning. Because PE often entails board-level
influence or control positions, fund managers must also maintain active portfolio governance roles.

Private debt teams, on the other hand, are centered around credit underwriting, legal documentation,
monitoring, and risk management. Analysts and associates often perform in-depth cash flow analysis and
structure debt covenants to mitigate risk. Depending on the instrument (e.g., mezzanine or asset-backed
lending), collateral management and legal enforcement expertise may also be required:

WHAT THE
ORGANIZATIONAL

KEY CHARACTERISTICS STRUCTURE MUST BE

OPTIMIZED FOR

e Flat structure with shared roles across sourcing, due
diligence, and portfolio support.
e Limited back-office staff; functions like fund

Venture . . . . Speed in deal-closing and
Capital administration, legal, and compliance are typically founder access
outsourced.
e Emphasis on ecosystem integration—events,
accelerators, and scouting.
e Structured decision-making process, with layered
Private investment approval. Control, operational value-
Equity e In-house financial modeling and operational value- add and exit structuring

creation expertise.
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e Portfolio managers engage closely with CEOs/CFOs,
often taking board seats.

e Strong emphasis on underwriting, repayment tracking,

and credit risk modeling. Credit underwriting and
Private e Legal counsel is deeply integrated in origination and discipline, capital
Debt enforcement. preservation and
e Uses dashboards or loan servicing platforms for real- contractual enforcement

time monitoring.

The following organizational structures described, at the most basic level, the human resources needed to
minimally operate a fund, based on the underlying asset class:

ORGANIZATIONAL STRUCTURES FOR EACH ASSET CLASS

TIPS & RECOMMENDATIONS

1. Build a GP team with complementary skills. Investment acumen, regional credibility, operational
expertise, and LP communication.

2. Ensure you have at least one GP with a strong network in the Caribbean ecosystem (founders, angels,
regulators, accelerators).

3. Clearly define roles early, even in small teams. Avoid blurred responsibilities as you scale. Use job
descriptions and decision matrices.

4, Select IC members with domain expertise and no conflicts of interest. They should enhance your decision
quality, not just lend prestige.

5. Limit the IC to 3-5 members for agility. Include one internal and 2-3 external professionals.

6. Treat the advisory committee as a trust-building tool. Involve LPs and keep it lightweight but
intentional.

7. Document everything. IC votes, conflict policies, advisory meetings. Governance discipline signals
professionalism to LPs.

8. Diversity matters. Aim for a range of gender, geography, and background across your team and
governance bodies.

PARTNER WITH EXTERNAL
STAKEHOLDERS TO MANAGE THE FUND

Launching and managing a private capital fund requires more than an investment strategy and a governance
structure. It also requires a network of reliable, professional service providers who support the fund’s operations,
compliance, and fiduciary duties. For new fund managers—particularly those operating with small teams or
limited internal infrastructure—external stakeholders such as legal counsel, fund administrators, auditors, and
tax advisors are not optional. They are strategic partners that ensure the fund remains transparent, compliant,
and investor-ready.
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Choosing the right external stakeholders is as important as building your internal team. These actors serve as the
backbone of fund operations, especially in small or first-time funds where the General Partner (GP) team may be
focused on deal sourcing and portfolio support. Well-selected service providers help the fund stay aligned with
legal and regulatory requirements, produce timely and accurate reporting, and maintain a professional
reputation with investors and counterparties. Conversely, poor selection or underperformance in any of these
functions can expose the fund to legal, financial, and reputational risks.

Fund managers must distinguish between what can and should be outsourced, and what must remain internally
managed. Functions that are commonly outsourced include fund administration (capital account statements,
LP notices, capital calls), legal services (fund formation, transaction execution, compliance filings), tax advisory,
auditing, and sometimes ESG or impact reporting. These functions are typically governed by standardized
protocols and benefit from the scale, systems, and neutrality of external firms. Outsourcing them allows the GP
to focus on strategic decision-making and value creation at the portfolio level.

However, certain responsibilities cannot be outsourced. These include investment decisions, LP relationship
management, fund strategy execution, and fiduciary oversight. The GP remains ultimately responsible for the
integrity of the fund'’s activities, even if day-to-day tasks are delegated. For example, while an administrator may
issue capital calls or prepare reports, the GP must approve them and be ready to answer to LPs or regulators.
Similarly, the GP must coordinate among legal counsel, auditors, and service providers to ensure consistency,
accuracy, and responsiveness.

Selecting external stakeholders should be approached with the same discipline used in selecting portfolio
companies. Fund managers should prioritize firms with experience in venture capital, private equity, or private
debt fund services, preferably with exposure to Caribbean or emerging market structures. When choosing legal
counsel, for instance, it is helpful to collaborate with professionals who understand both offshore fund formation
(e.g., Cayman, Barbados, BVI) and onshore regulatory requirements. For fund administration, responsiveness,
platform reliability, and cost structure are key factors. References from other GPs or LPs can be invaluable, and it
is often worth requesting a short trial engagement or introductory call to assess alignment.

A major constraint for new funds, especially in the Caribbean, is the limited size of the management fee pool.
Smaller funds (e.g., $10-20 million) generate modest fees that must cover salaries, travel, office expenses, and
service providers—often without the scale enjoyed by more mature firms. As a result, fund managers must make
careful trade-offs between quality and cost. In some cases, this means choosing boutique providers over global
firms, or negotiating phased service agreements tied to capital deployment. It may also involve bundling services
(e.g., legal counsel that also supports compliance) or leveraging technical assistance from major international
organizations to offset startup costs.
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RECOMMENDED EXTERNAL STAKEHOLDERS FOR PRIVATE CAPITAL FUNDS

Stakeholder

Primary Responsibilities

When to
Engage

Selection Tips

Legal Counsel

Fund
Administrator

Auditor

Tax Advisor

Banking
Partner

ESG/Impact
Consultant (if
applicable)

Compliance
Advisor (or
outsourced
Chief
Compliance
Officer)

Portfolio
Valuation Firm

Fund formation, Limited
Partnership Agreement (LPA),
term sheets, investment
contracts, regulatory
compliance, LP side letters

NAV calculation, LP capital
accounts, capital calls,
distributions, financial
reporting, investor
communications

Annual fund audits, financial
statement preparation, LP
reporting compliance

Fund tax structuring, local
and international tax
compliance (e.g., FATCA, CRS),
investor-specific tax
documentation

Fund bank accounts
(USD/multicurrency),
payment processing for
capital calls and distributions

Develop ESG Management
System/Impact Strategy,
reporting templates,
founder/management team
onboarding materials

Ongoing regulatory filings,
AML/KYC processes, risk
policy reviews

Independently value the
portfolio for increased
transparency.

Pre-launch;
ongoing

Pre-close or
immediately
after first close

6-12 months
after first
investment

During
formation;
annually

Before first
capital call

Optional (if ESG
is core)

Optional or
case-by-case

Optional

Prefer firms with experience in
offshore fund structures (e.g.,
Cayman, BVI) and cross-border
deals. Negotiate friendly billing
models (e.g., fixed fees per service;
no retainer but larger variable fee)

Look for boutique providers
specializing in VC/PE. Prioritize
responsiveness and cost
transparency. Avoid overbuilt
platforms designed for $100M+
funds

Choose firms that work with small
funds. If full audit costs are too
high early on, negotiate delayed
start or use financial review
services first.

Select advisors with experience in
multi-jurisdictional structures. Ask
for bundled pricing with legal
services when possible

Choose a bank familiar with fund
flows and compliance. Digital-first
or regional banks often offer
lower fees and faster onboarding

Consider part-time consultants or
technical assistance programs
(e.g., IDB Lab, DFls) to reduce cost.
Use only if LPs require ESG
screening/reporting

Use this role only if investing in
regulated sectors or if LPs require
a formal compliance framework.
Can often be bundled with fund
admin or legal providers

This service would be welcomed
by LPs, even more in the case of
recently formed GPs.
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SPECIAL CONSIDERATIONS
FOR PE AND PD VEHICLES

Engaging third-party stakeholders is critical for operational efficiency and institutional credibility. PE and PD
funds require some service providers not commmonly used in VC structures, and must evaluate partnerships based
on complexity, jurisdictional risk, and cost constraints. Below is a comparative table outlining the typical
outsourced services by functional area for each asset class. It identifies which services are typically externalized
in private capital fund setups, and when they are optional, unnecessary, or asset-class specific.

OUTSOURCED SERVICES BY FUNCTIONAL AREA AND ASSET CLASS

Functional
Area

Service Venture Capital Private Equity Private Debt

Fund formation 7 (light structures) Vv (complex v (focused on credit
legal counsel 9 P structuring) enforcement)

Transaction legal

drafting (term v (equity structuring, V (credit agreements,

v (SAFEs/convertibles)

sheets, SPAs, loan due diligence) collateralization)
docs)
Legal &
Compliance v Strongly
Compliance/AML Optional (often v Lp i recommended
advisor embedded in admin) (more LP scrutiny) (KYC/AML for
borrowers)
Il I/l | . .
Collateral/lega Optional (only for v (secured lending
enforcement asset-backed deals) and enforcement)
counsel
LP capital
accounts & Outsourced to administrator
financial reporting
" " v (loan portfolios
Fund . Optional (simple .
Administration NAV calculation serilizs) v need precise
tracking)
Loan servicing & . .
payment Vv (via SaaS or third-
. party servicer)
processing
Annual audit v v v
Accounting &  Tax advisor (multi-
Tax jurisdictional) v v v
Transfer pricing Optional (cross-

support border holding cos)
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Valuation agent v (IPEV compliance
(third-party Optional v in mark-to-model
portfolio valuation) debt)
. Portfolio
Valugtlo.n & monitoring Optional v v
Monitoring
dashboards

v (useful for impact-
Optional v (required by DFIs) aligned PD
strategies)

ESG/impact
consultant

TIPS & RECOMMENDATIONS

1. Choose partners who specialize in VC/PE/PD — not general corporate law or accounting. A firm that
“knows the venture game” will save you time, cost, and headaches.

2. Request fixed-fee packages or milestone-based billing when budgeting is tight. Some law firms and
fund administrators offer competitive pricing models for first-time managers.

3. Ask for referrals. The best providers in emerging markets often come through networks, not Google
searches.

4, Start lean, expand later. Prioritize legal counsel and fund admin before bringing in auditors, ESG
consultants, or tax advisors.

5. Build long-term partnerships, not transactional relationships. Choose stakeholders who understand
your vision and are willing to grow with your fund.

6. Negotiate service contracts that match your fund’s deployment schedule. For example, delay full fund
administration costs until first close or first investment.

SETUP
FUND STRUCTURE

Establishing a sound legal structure is one of the first and most critical decisions in the creation of a private capital
fund. It defines not only the fund'’s jurisdiction and regulatory obligations but also its governance framework,
investor protections, and long-term economic efficiency. In the Caribbean context—where regional capital
markets are fragmented and startup ecosystems are still maturing—the choice of legal structure must balance
operational simplicity with investor confidence and legal robustness.

The most commonly used structure for private capital funds in the Caribbean is the Limited Partnership (LP)
model, with the fund established in a recognized offshore financial jurisdiction, such as the Cayman Islands,
British Virgin Islands (BVI), or, increasingly, Barbados. These jurisdictions offer tax neutrality, flexible fund
governance rules, and well-established legal precedents that are familiar to international investors and
development finance institutions. The LP structure typically consists of a General Partner (GP), which manages
the fund, and Limited Partners (LPs), who provide capital but have no role in day-to-day decision-making.

Offshore LP structures are often paired with an onshore operating company or management vehicle located in
a Caribbean country where the fund team is based. This allows the GP to anchor its operations regionally while
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maintaining a fund entity that meets international fundraising and compliance standards. The dual structure—
offshore LP + onshore GP—is increasingly accepted by institutional LPs and multilateral investors, provided it is
supported by strong governance and transparent financial flows.

LEGAL FUND STRUCTURE

From an economic and operational standpoint, this structure offers several benefits. Offshore jurisdictions such
as Cayman and BVI do not impose income or capital gains taxes on the fund, which simplifies returns distribution
and avoids double taxation. These jurisdictions also provide access to a global ecosystem of fund administrators,
lawyers, and custodians who are accustomed to servicing alternative investment vehicles. Furthermore, they
offer a stable legal environment, creditor protections, and confidentiality standards that are conducive to cross-
border investing.

However, there are also trade-offs to consider. The legal and administrative costs of setting up an offshore LP can
be significant—often ranging from $30,000 to $100,000 USD depending on the complexity of the structure and
the service providers involved. In addition, certain Caribbean countries may impose reporting obligations or
foreign exchange controls that require coordination between the offshore fund and its onshore GP entity. These
complexities require careful planning and the engagement of experienced legal counsel familiar with muilti-
jurisdictional structuring.

From a fiduciary perspective, the LP structure is advantageous in that it clearly separates the fund manager's
responsibilities from those of investors. The GP holds decision-making authority and fiduciary duty over the fund'’s
operations and investments. This includes ensuring compliance with the fund’'s governing documents (such as
the Limited Partnership Agreement), adhering to conflict-of-interest policies, and providing transparent
reporting to LPs. A well-structured fund will also include mechanisms for LP oversight, such as advisory
committees and annual audits.

SETTING THE FUND AS A GP

The role of the managing partner during this stage is central. The GP must lead the legal formation process, select
appropriate counsel, negotiate with anchor LPs, and ensure that the fund’s documentation reflects the strategy,
governance model, and regulatory obligations anticipated during its life. GPs must also ensure that the fund'’s
domicile aligns with their operational reality—for example, selecting a jurisdiction that facilitates cross-border
investing in the Caribbean, while also being recognized and accepted by target LPs in the U.S., Europe, or Latin
America.

Anchor investors—often development finance institutions, philanthropic capital, or public-sector actors—can also
influence the choice of legal structure. These investors typically require funds to be domiciled in jurisdictions that
offer transparency, regulatory oversight, and access to legal recourse. Some may have blacklists or internal
restrictions on investing in certain domiciles. Others may require co-investment or technical assistance
agreements that must be recognized under specific legal systems. As a result, fund managers are strongly
encouraged to engage anchor LPs early in the structuring process to ensure alignment on domicile, governance,
and fund terms. The right legal structure will not guarantee success—but the wrong one can be a significant
obstacle to fundraising, deployment, and long-term fund sustainability.
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COMMON JURISDICTIONS TO SETUP A PRIVATE CAPITAL FUND

Key Benefits

Considerations /
Limitations

Ideal For

Cayman Islands

British Virgin
Islands (BVI)

Barbados

United States
(Delaware)

Canada
(Ontario, BC, or
Alberta)

Globally recognized
Tax neutral

Trusted by
institutional LPs and
DFls

- Robust legal
framework

Cost-effective

Tax neutral

Familiar in regional
legal circles

Simple to administer

Access to CARICOM
tax treaties

More regionally
grounded

Increasing DFI interest
Local presence
possible

Gold standard for U.S.
LPs

Deep legal precedent
Easy access to U.S.
investor base
Familiar governance
structures

Familiar for Canadian
LPs and public
institutions

Simple for funds
managed from
Canada

Bilingual
documentation (QC)

Higher setup and
annual costs (~$50K+)
Perceived as a tax
haven by some LPs
Increased regulatory
scrutiny

Slightly less accepted
by DFls

Limited precedent
with large LPs

Fewer professional
service providers

Less experience in
structuring private
capital funds

Tax treatment
requires
customization
Fewer international
fund precedents

Taxable unless
structured as pass-
through

Complex to
coordinate with
Caribbean GP entities
UBTI issues for some
LPs

Taxable environment
Less flexible than
offshore jurisdictions
Less recognized by
DFls or global LPs

Funds targeting U.S,,
European, and DFI LPs;
strong governance and

blended finance structures

Leaner or pilot funds with

regional LPs, diaspora capital,
or light compliance burdens

Funds aiming for regional
legitimacy, public-private

LPs, or Caribbean operational

footprint

Funds targeting U.S. LPs
exclusively or setting up
SPVs for U.S.-based co-
investments

Funds anchored by Canadian
LPs or GPs based in Canada;

domestic VC/PE/PD and
fund-of-funds
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TIPS AND RECOMMENDATIONS

10.

Align your structure with your anchor LPs’ preferences. Before choosing a jurisdiction, ask your anchor
investors—especially DFls, government funds, or institutional LPs—if they have restrictions or
preferences. Some LPs may require specific domiciles (e.g., Cayman, Delaware) or avoid others due to
regulatory or reputational reasons.

Do not over-engineer the structure. Keep it simple. Use the Limited Partnership (LP) + GP model unless
your strategy or investors require something else. Avoid layering multiple entities unless needed for tax,
regulatory, or operational reasons.

Prioritize credibility and familiarity over novelty. Choose a jurisdiction that is recognized and respected
by the kind of LPs you are targeting. Cayman, Delaware, and to a growing extent Barbados, are known
and accepted. BVI may be cost-effective, but some institutions may hesitate unless it is paired with strong
governance.

Involve legal counsel from the start. Bring in fund formation legal counsel early—even if it is just for one
initial strategy session. Mistakes made in structuring are expensive to fix later and can create serious
roadblocks during fundraising or due diligence.

Think about future co-investments and follow-ons. Structure your fund in a way that's compatible with
global co-investors. U.S. or European follow-on investors often have comfort working with Cayman,
Delaware, or other well-established domiciles.

Watch for tax drag and UBTI. If you are accepting U.S. tax-exempt LPs (e.g., foundations, endowments),
work with legal and tax advisors to avoid UBTI (Unrelated Business Taxable Income) issues that can arise
from certain U.S.-domiciled vehicles. Offshore structures like Cayman often help mitigate this.

Budget realistically for legal and administrative costs. Setting up a fund in Cayman or Delaware may
cost $40K-75K+ including formation, compliance, and documentation. Barbados may be lower cost, but
might require more bespoke legal work.

Match your domicile to your operational footprint. If your team is based in Jamaica, Trinidad, or
Barbados, consider structuring a dual-entity setup: offshore LP + onshore GP. This builds regional
credibility while maintaining LP confidence and tax neutrality.

Future-proof your fund documents on terms that might be difficult to add/change later. Include
clauses that allow for follow-on funds, recycling capital, and extending the fund term. These are harder
to amend later and are easier to include from the beginning with the help of good legal advisors.

Use LP feedback loops. Once you have designed a draft structure and term sheet, share it with a few
trusted LPs for comments before finalizing. This can save time and reveal hidden concerns that may
otherwise surface during fundraising.

FUNDRAISING AND REACHING FIRST CLOSING

Once the fund's strategy is clear, the legal structure is defined, and the operational framework is in place, the next

critical step is securing the capital necessary to bring the fund to life. Fundraising is a rigorous and iterative

process—often underestimated in both complexity and duration. For first-time fund managers in emerging

markets like the Caribbean, reaching a first close is not only a financial milestone, but a key signal of credibility,

market validation, and operational readiness.
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HE FUNDRAISING PROCES

The fundraising process typically begins with the preparation of a compelling investor-facing package. This
includes a well-articulated investment thesis, a clear and realistic fund strategy, a detailed legal and governance
structure, and a supporting data room that contains draft legal documents, a sample investment pipeline, and
GP track record (if available). The fund'’s pitch deck should succinctly communicate why the strategy matters,
why now is the right time, and why the GP team is uniquely positioned to execute it. In early-stage markets like
the Caribbean, LPs often place a higher weight on the team’s local access and knowledge than on historical
returns.

Raising capital for a first-time fund requires engagement with a diverse group of potential limited partners, each
with different motivations and constraints. These may include development finance institutions (DFls), regional
development banks, public-private vehicles, high-net-worth individuals (HNW!Is), family offices, foundations, and
Caribbean diaspora investors. Each type of LP will require a tailored engagement strategy. For example, DFls
often have detailed due diligence requirements and long internal timelines, while family offices or angel LPs may
move faster but require more direct relationship-building and assurance of alignment.

A successful fundraising journey is staged in milestones, not binary outcomes. The first close refers to the point
at which the fund has secured enough legally binding capital commitments to begin operations—typically 20-
40% of the fund's target size. This initial close allows the fund to start deploying capital, build a track record, and
attract additional LPs based on demonstrated execution. For many first-time managers, the first close becomes
a strategic tool: allowing them to activate early capital, prove their value proposition, and maintain fundraising
momentum.

To reach first close, fund managers must establish a data room that includes key fund documents such as the
draft Limited Partnership Agreement (LPA), Private Placement Memorandum (PPM), term sheet, team bios,
governance structure, and sample deals. A concise due diligence packet or “LP pack” is often helpful,
summarizing fund economics, risk management, and operational setup. Throughout this process, consistency in
messaging, responsiveness to LP queries, and transparency in legal structuring are critical to building trust.

It is also important to have a clear and documented capital call process ready in advance of first close. LPs will
want to understand how and when capital will be drawn, how notices are sent, and what protections are in place
(e.g., KYC, AML). Additionally, GPs should anticipate questions about cash management, currency risks, escrow
mechanisms, and what thresholds are required to activate investment authority under the LPA.

Finally, fund managers should treat the time between legal formation and first close as both a fundraising sprint
and an operational dress rehearsal. This is when the team finalizes service provider agreements, tests its reporting
and compliance systems, and often prepares its first 1-2 investments for rapid deployment post-close. First close
is not the end of the fundraising process—it is the beginning of fund execution. But getting there marks a crucial
inflection point: it transforms the fund from a concept into a real vehicle for deploying capital, creating value, and
building trust in the ecosystem.
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THE FUNDRAISING DOCUMENT CHECKLIST - MINIMUM REQUIREMENTS

Investment Pitch Deck

Draft Term Sheet

GP Bios and Team
Overview

Draft Legal Structure
Description

Sample Investment
Pipeline

Draft Limited
Partnership Agreement
(LPA)

Private Placement
Memorandum (PPM)

Fund Economics Model /
Use of Funds

Governance Framework

Risk Management
Framework

Legal Opinion (if
available)

Communicates the fund thesis,
strategy, team, economics, and
edge

Outlines core legal and financial
terms for LP consideration

Demonstrates team credibility,
experience, and fund
management readiness

Explains fund domicile, GP-LP
structure, and compliance
architecture

Shows fund manager’s access to
high-quality, aligned deal flow

Governing contract that defines
the fund'’s legal, economic, and
fiduciary framework

Legal disclosure summarizing
fund risks, strategy, team,
structure

Budget showing fund size,
deployment, fees, GP
commitment, reserves, return
scenarios

Describes IC and advisory
committee setup, voting rights,
and policies

Demonstrates the fund'’s ability to
identify, prioritize, and mitigate
internal and external risks

Validates the fund'’s structure and
compliance with chosen
jurisdictions

Must be clear, compelling, and tailored to
different LP profiles

Helps LPs quickly assess alignment before
diving into legal docs

Include past investment roles, including
transactional experience in investing and
exiting, domain expertise, and regional
footprint

Use a visual + brief text; needed for LP
comfort and legal validation

Include company name, sector, stage,
country, and short investment rationale.
Demonstrate your access to quality
companies through your pipeline.

Prepare with experienced counsel; LPs
may request markups or negotiation
rounds

Legally required in certain cases;
expected by institutional investors

Aligns with strategy and helps justify fund
size and management fee

Include member profiles if already
confirmed

Can be 2-4 pages; draws on earlier section
of this manual

Optional, but useful in final due diligence
and with DFls
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Screening Framework impact considerations are
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Building an Effective Fund Pitch Deck

WIDB  DIDB Invest  DIDB | LAE

Include if IC process is a selling point or
LPs request visibility

Relevant if your fund is ESG/impact
aligned or targeting public capital

A well-crafted pitch deck is often the first impression the fund manager makes on prospective investors. Unlike

company decks, which focus on product-market fit, a fund deck must demonstrate institutional readiness,

strategy credibility, and fiduciary responsibility. LPs will judge not only what the fund manager intends to do, but

whether the team can execute that vision with discipline, alignment, and governance.

The pitch deck should be succinct (15-25 slides), professionally designed, and customized based on your audience

(e.g., DFI, family office, corporate LP). It should balance vision and credibility, providing both a compelling story
and the technical detail needed to instill confidence.

Cover Slide

Executive
Summary

Investment Thesis

Fund Strategy

Geographic Focus

Market
Opportunity

Competitive
Landscape

Establishes first impression
and branding

One-slide snapshot of the
fund

Explains the core opportunity
and fund rationale

Details how the fund will
invest and operate

Clarifies where the fund will
invest and why

Demonstrates scale and
relevance of the opportunity

Positions your fund among
peers and alternatives

T R B
1
2
3
4
5
6
7

Fund name, GP names, logo, location,
tagline (optional), date

Fund size, geography, stage, fee/carry,
structure, GP commitment

Market gap, timing, GP edge,
supporting data

Check size, ownership targets, stage,
follow-ons, sector focus

Countries/regions, rationale, map or
visual

TAM, trends, regional data, market
gaps

Other funds in market, your
differentiator, ecosystem maturity
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8 Team and Track
Record
Investment

9
Process

10 Value Creation
Strategy

n Fund Economics
Legal &

12 Governance
Structure
Fundraising Plan &

13 " .

Timeline

14 Sample Pipeline

15 Target Returns /
Benchmarks
ESG / Impact (if

16 s
applicable)

17 Closing / Contact
Slide

A Value Creation

Framework (PE)

Angel

Builds LP confidence in the
team’s ability to execute

Shows how disciplined and
structured your decision-
making is

Explains post-investment
support and
founder/management team
engagement

Clarifies fund mechanics for
LPs

Demonstrates institutional-
grade setup

Communicates the fundraise
status and near-term goals

Proves access to real and
quality deal flow

Demonstrates return potential
and strategy alignment

Aligns with public LPs or DFls
on sustainability or inclusion
goals

Concludes with a clear ask and
next steps

Demonstrate how the fund
actively enhances portfolio
company performance post-
investment.
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GP bios, relevant experience, advisors,
IC members, GP commitment. Include
senior staff and relevant experience.
Highlight HR capabilities to manage
the fund'’s affairs.

Sourcing, due diligence, IC structure

Support areas (e.g., GTM, hiring, capital
raising), networks, partners

Management fee, carry, fund life,
capital deployment model

LP/GP structure, domicile, governance
bodies, service providers (if confirmed)

Amount raised to date, first close
timing, fundraising milestones

5-10 companies, sectors, geographies,
short investment rationale

IRR/MOIC targets, comparable funds
or PME data

ESG policy, impact metrics, SDG
mapping, gender or climate focus.
Highlight human resources involved
and their experience on these matters.

Fundraising goal, min commitment,
contact info

Operational levers (cost savings,
pricing, tech adoption), 100-day plans,
board engagement, KPIs to track
value creation.
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Control Strategy &
B Governance Role
(PE)

Exit Strategy
C (additional PE
elements)

Collateral
Management &
Enforcement
Strategy (PD)

Covenant
E Framework & Risk
Triggers (PD)

Default & Recovery

F Management Plan
(PD)

Loan Portfolio
G Composition
Strategy (PD)

Target Company
H Profile & Eligibility
Criteria (PE/PD)

Cash Flow
Forecasting &
Liquidity
Management (PD)

Angel

Highlight the level of strategic
influence the fund will hold in
portfolio companies.

Show how the fund plans to
return capital and the track
record that supports those
assumptions.

Explain how the fund protects
downside in private debt
deals.

Illustrate how financial
discipline is enforced through
debt agreements.

Reassure LPs that recovery is
structured and tested.

Clarify how the fund diversifies

risk across its lending portfolio.

Define the fund's screening
filters and eligibility
thresholds.

Demonstrate how the fund
manages inflows/outflows to
meet capital calls and
distributions.
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Ownership thresholds, board seats,
voting rights, shareholder agreements,
reserved matters, minority
protections.

Exit timelines, preferred exit routes
(M&A, IPO, MBO), expected IRRs/DPI,
case studies of realized investments.

Types of collateral accepted, valuation
standards (e.g., LTV thresholds),
registration/enforcement process,
insurance requirements.

Covenant package (DSCR, interest
coverage), trigger thresholds,
monitoring frequency, default
protocols, early warning indicators.

Restructuring process, legal steps for
enforcement, workout case studies,
internal escalation paths, coordination
with local counsel.

Sector/geographic concentration
limits, instrument mix (senior vs.
mezzanine), maturity buckets,
borrower size segments.

Minimum revenue/EBITDA (PE),
minimum DSCR or cash flow (PD),
governance readiness, ownership
structure, exclusion lists.

Deployment timeline, repayment
curve, waterfall modeling,
reinvestment policy, projected net
cash position.

TIPS & RECOMMENDATIONS

1. Design matters. Use clean visuals, readable fonts, and consistent branding. Sloppy decks lose LP interest
quickly.

2. Be transparent. If you are a first-time GP, own it—but explain your edge. LPs fund managers, not just
track records.

3. Include only what you can back up. Any number, claim, or diagram should have a source or logic behind
it.

4. Tailor by audience. You may need slight variations of the deck for DFIs, HNW!Is, family offices, or local
public investors.
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10.

1.

12.

13.

14.

15.

6.

Use speaker notes or appendices for details. Keep slides concise. You can elaborate in voice or in the
data room.
Start fundraising before your fund is fully formed. You do not need your final LPA or regulatory
approvals to start conversations. In fact, early LP feedback can help you shape your fund terms, structure,
and governance. Begin outreach as soon as you have a clear thesis, a credible team, and a preliminary
deck.
Anchor LPs create momentum. Prioritize them.
Spend disproportionate effort on identifying and converting one or two anchor investors early (e.g.,
DFI, family office, regional development fund). These LPs often unlock interest from others by validating
your structure and team. Consider offering better economics (e.g., reduced fees or carry) in exchange for
early commmitment and signal value.
Be honest about being a first-time GP. LPs do not expect perfection from emerging managers, but they
do expect transparency, preparedness, and strong execution. Demonstrate that you understand the fund
lifecycle, have done your legal and operational homework, and are building institutional-grade
infrastructure from day one.
Fundraising takes longer than expected. Budget time and resources.
Most emerging funds take 12-24 months to reach a final close, and 9-12 months just to secure a first
close. Plan accordingly. Do not stop building deal flow and fund operations in the meantime.
Treat your first close like a product launch. Build momentum toward first close by setting a firm target
date, communicating it to prospects, and planning 1-2 investments that can be announced shortly after
closing. This shows traction and gives late LPs a reason to join.
Understand what different LPs need:

a. DFls care about governance, ESG risks, impact intentions, and legal structure.

b. Family offices want trust, flexibility, and proximity to deals or co-investment rights.

c. Public-sector LPs often want visibility, policy alignment, and regional development outcomes.

Tailor your approach and data room to each type.

Keep your data room simple but complete. Only include documents that are ready and relevant. Keep
it clean, well-organized, and version-controlled. Label your folders logically:
Build fundraising discipline like a sales pipeline. Track every LP interaction: who you have met, what
they have seen, their decision timeline, and next steps. Use a CRM, spreadsheet, or tracker to avoid follow-
up gaps. Treat LPs like long-term partners, not transactions.
Use soft commitments to create FOMO—but do not exaggerate. Share progress with other LPs as
appropriate (e.g., “We're targeting first close in Q3 and already have 25% soft committed from a Caribbean
institution and a family office in Canada”). This builds urgency—but only if it is accurate.
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SECTION Il - THE INVESTMENT LIFECYCLE:
FROM SOURCING TO DEAL CLOSING

Once the fund is established, the primary focus shifts to deploying capital effectively. This part presents a
structured, methodical guide to executing the first investment and replicating a disciplined approach
throughout the fund's life. From pipeline generation and investment screening to due diligence, deal execution,
and post-investment value creation, fund managers will gain actionable insights to maximize returns and
mitigate risks while supporting the growth of startups, companies and enterprises.

OVERVIEW OF THE INVESTMENT PROCESS

This section outlines the key steps required to evaluate, approve, and execute investments from the fund. While
the process presented here reflects industry best practices, fund managers may adjust their internal workflow—
provided they can reasonably demonstrate that such changes improve efficiency, risk management, or strategic
alignment. However, no investment may be executed without completing all core phases of the process
described herein.

It is important to note that the investment process is dynamic and continuous. At any given time, the fund
manager may be engaging with multiple companies at various stages—sourcing one opportunity, analyzing
another, and negotiating terms with a third. As such, managers are strongly encouraged to implement a lean
and structured workflow, ideally with deal tracking tools or CRM systems, that categorize opportunities by stage.
This allows for a more efficient allocation of time and resources, and reduces the risk of losing strong deals due
to delays or disorganization.

Because the investment committee (IC) typically meets only a limited number of times per year, the fund
manager should plan accordingly. It is advisable to bundle similar-stage opportunities together and present
multiple transactions per meeting. This increases the throughput of the fund and ensures IC time is used
effectively.

The fund manager should also be mindful of the timeline of each company’s fundraising round. If the investment
process risks delaying or compromising a company’s ability to close funding, the fund should take proactive steps
to prioritize the analysis. Delays on the investor side can lead to missed opportunities, signal risk to other co-
investors, or damage founder/management team relationships. Agility and communication are key.

In the course of evaluating opportunities, the fund manager may be asked to sign non-disclosure agreements
(NDAs), letters of intent, or other preliminary documents. As a general rule, the fund will not execute any
document that:
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1. Creates binding obligations on behalf of the fund,

2. Limits the fund manager's ability to evaluate other opportunities (e.g. exclusivity or non-compete
clauses),

3. Restricts the geographic or strategic scope of the fund'’s operations, or
Impairs the fund's independence in decision-making.

The fund manager is expected to maintain professional confidentiality standards when handling external
information. Subject to the fund's governing documents (such as the LPA), all materials shared by prospective
portfolio companies or third parties should be treated as confidential and managed with discretion. If LPs request
access to sensitive information, the fund manager may choose to provide aggregated, redacted, or anonymized
data, or require the requesting LP to sign a one-way confidentiality agreement, particularly when such protection
is not explicitly covered in the fund'’s legal documentation.

This section will guide you through each stage of the investment process—from sourcing and evaluating deals,
to formal approval, negotiation, and post-investment management—so that fund operations are both efficient
and compliant with the best practices in venture capital, private equity, and (to some degree) private debt.

SOURCING DEAL FLOW

The success of any private capital fund depends on its ability to identify, access, and engage with high-quality
companies. This is particularly critical in emerging ecosystems such as the Caribbean, where the volume of
startups/companies may be lower than in more developed markets, and the visibility of opportunities is often
limited by fragmented networks, informal founder commmunities, and underdeveloped public data sources.

For first-time fund managers, building a consistent and strategic deal flow is both a relationship-driven effort and
an operational discipline.

The main purpose of this stage is to gather basic information about companies and determine if these potential
investments align with your fund's thesis. In other words, this stage will “filter” those companies that are of
interest to the fund manager and fall within the fund's investment thesis. The criteria to be used to shortlist
companies from the pipeline database shall be applied irrespective of its origin, structure, and composition, to
promote a fair judgement and equal opportunity for all companies that apply for financing.

The starting point for a well-functioning deal flow mechanism is internal alignment around investment criteria.
Before engaging with external stakeholders or reviewing specific opportunities, the fund manager must
articulate a clear definition of what constitutes a “qualified” investment opportunity. This includes pre-established
parameters such as target sectors, company maturity stage, preferred business models, and geographic focus,
something that has already been assessed in the investment thesis. These criteria serve as the foundation for
consistent screening and prioritization, ensuring that sourcing efforts remain aligned with the fund’s stated
objectives and value proposition.

Once investment criteria are established, the fund manager should develop a multi-channel sourcing strategy
that leverages both formal and informal networks. In the Caribbean context, this includes engaging directly with
incubators and accelerators, university entrepreneurship programs, local innovation agencies, angel investor
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syndicates, and ecosystem-development communities (like think-tanks, informal entrepreneur organizations,
government initiatives and institutions, etc.). Regional startup competitions, thematic hackathons, and
innovation summits also represent key touchpoints for identifying promising companies. In parallel, the fund
should maintain accessible communication channels for inbound opportunities—such as a public intake form or
designated investment inquiry email—thus facilitating broader access and transparency.

As the fund manager receives more investment opportunities, the ability to keep track of deal flow becomes a
challenge, which will require the implementation of systems to ensure rapid and organized access to investment
opportunities. While the technological sophistication of such systems may vary depending on the fund’s size and
stage, it is essential that the manager maintains a real-time view of the opportunity pipeline. At a minimum, the
fund should track each opportunity by source, screening status, sector, geographic location, and estimated
alignment with the fund’'s investment thesis. Regular internal reviews of the deal pipeline enhance visibility,
enable prioritization, and reduce the likelihood of missed or delayed engagements.

Beyond technical systems, the credibility and visibility of the fund manager within the entrepreneurial ecosystem
are key enablers of high-quality deal flow. It is therefore recommended that the fund team actively participate in
ecosystem-building activities, including mentoring programs, panel discussions, and ecosystem roundtables.
Demonstrating thought leadership through blogs, newsletters, or research collaborations can also contribute to
brand awareness and long-term trust with founders. As the fund's reputation grows, a greater share of
opportunities will be sourced through referrals and founder-led outreach, thereby increasing efficiency and
reducing reliance on outbound sourcing.

Lastly, the sourcing strategy should be reviewed and adjusted on a regular basis. The fund manager is
encouraged to conduct a quarterly analysis of the pipeline to assess sectoral balance, geographic diversity, deal
quality, and sourcing channel performance. If certain verticals or countries are underrepresented, or if deal quality
is declining, corrective actions should be taken. This may include refining intake processes, building new
partnerships, or deploying targeted outreach initiatives. A responsive, data-informed approach to deal sourcing
not only improves investment outcomes but also contributes to the development of a more inclusive and resilient
entrepreneurial ecosystem.

DEAL ORIGINATION IN PEAND PD MARKETS

While venture capital sourcing is heavily network-driven—focused on startup scouting, startup events, and
accelerator partnerships—private equity and private debt funds require a more structured and relationship-
based approach to deal origination.

These transactions are frequently off-market, less visible, and require proactive discovery. To build a robust and
reliable pipeline, fund managers must deploy a structured, multi-channel sourcing strategy—one that combines
data-driven techniques, trusted networks, and local insight.

Private equity sourcing typically targets established businesses that have outgrown early-stage capital but
remain underserved by traditional banks or capital markets. Many of these firms operate in fragmented sectors
such as logistics, healthcare services, or agri-processing, and may be founder or family-owned. Commmon sourcing
techniques include proprietary outreach to pre-identified companies, succession mapping (targeting owners
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nearing retirement), and sector roll-up scanning. Fund managers frequently rely on trusted intermediaries—
lawyers, accountants, consultants—who are close to target companies and often aware of transition challenges
before they become public.

A powerful sourcing tool for PE funds is the use of sector-specific “playbooks” that define ideal company
characteristics (e.g., EBITDA margin, growth potential, market gaps), typical ownership profiles, and geographic
targeting. These playbooks guide internal research and standardize cold outreach efforts. PE firms may also co-
develop relationships with business associations and SME networks to educate company owners on capital
solutions for succession or expansion

Another interesting source of deal flow, particularly at the mid-market and upper SME levels, are investment
bankers and placement agents who often serve as critical intermediaries between fund managers and target
companies. These advisors typically represent business owners who are seeking to raise capital, sell a portion of
their company, or explore strategic options. They manage the sale process, prepare financial documentation,
facilitate valuation negotiations, and may even run formal or informal auctions.

However, there are notable pitfalls. Overreliance on intermediaries can limit access to proprietary opportunities
and increase competitive tension in auctioned deals. Many Caribbean SMEs lack formal governance structures
or audited financials, which raises diligence costs and creates execution uncertainty. Additionally, some
companies are wary of ceding equity or inviting external oversight, requiring GPs to invest time in relationship-
building and value narrative development.

Private debt sourcing, by contrast, focuses on identifying companies with stable revenues and clear repayment
capacity, but limited access to traditional lending. Many such businesses fall into the “missing middle"—too large
for microfinance, too informal or undercollateralized for banks. PD managers often build sourcing partnerships
with banks, which may refer clients rejected for credit due to collateral shortfalls or rigid lending requirements.
Partnerships with supplier ecosystems are also effective—for instance, a PD fund may offer receivables financing
or working capital loans to SMEs selling into tourism or food distribution chains.

Digital intake platforms are emerging as effective tools in private credit sourcing. These portals allow SMEs to
self-select based on pre-defined eligibility criteria, simplifying triage and initial credit screening. Additionally,
many PD funds leverage repeat borrower programs, turning performing clients into recurring credit
opportunities or referral channels. This lowers origination costs and improves underwriting familiarity.

The challenges in credit sourcing are primarily operational. Documentation quality is often inconsistent, with
financial statements and tax filings lacking uniformity. Legal enforceability of collateral can vary by jurisdiction,
requiring careful legal vetting before loan issuance. Without robust monitoring tools, tracking repayment
behavior and covenant compliance can strain internal resources.

Across both PE and PD, Caribbean fund managers should adopt disciplined sourcing systems anchored in
technology and relationship development. A well-maintained CRM system can help track management team
conversations, document referrals, and benchmark sector trends. Fund managers are also encouraged to invest
in visibility—participating in business forums, running informational sessions, and publishing insights to
demystify private capital in local markets.
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TIPS AND RECOMMENDATIONS

10.

1.

12.

13.

14.

15.

6.

17.

18.

19.

20.

Always base your sourcing efforts in your investment thesis. A clearly defined thesis helps filter
opportunities efficiently and keeps sourcing focused. Avoid opportunistic drift.

Establish a proactive sourcing strategy. Do not rely solely on inbound deal flow. Identify and reach out
to founders/management teams and startups/companies/projects that match your target profile.

Build long-term relationships with regional ecosystem players. Accelerators, incubators, and angel
networks can become ongoing sources of qualified deal flow when trust and mutual value are
established.

Prioritize pipeline diversity across sectors, stages, and countries. This improves your chances of
identifying strong outliers and supports ecosystem inclusivity across geographies.

Include diaspora founder networks in your sourcing strategy (VC-only). Caribbean entrepreneurs
abroad often build globally scalable solutions rooted in regional problems.

Document sourcing channels and periodically evaluate their effectiveness. Allocate more time and
effort to the sources that consistently deliver high-quality opportunities.

Implement a simple but reliable deal tracking system. Even a spreadsheet or Airtable™ CRM can help
maintain visibility over the pipeline and avoid missed follow-ups.

Categorize leads by relevance and maturity. Use clear stages (e.g, “Inbound - Unscreened,”

nou

“Screening,” “Diligence,” “IC-Ready”) to order opportunities.

Track where deals originate to inform sourcing strategy. Understanding which sources generate the
most IC-approved deals helps you prioritize partnerships and outreach.

Ensure clarity and consistency in your intake process. Create a structured intake form or submission
guide so founders/management teams know what information to provide and how to engage.
Maintain a knowledge base of rejected deals. Some companies may become investable in future
rounds. Keep notes and stay in touch with promising founders/management teams.

Be visible and accessible to founders (VC-only). Participate in pitch days, serve as a mentor, offer
feedback during accelerator demo days, and host office hours.

Provide value even when you pass on deals (VC-only). Giving constructive feedback helps maintain
goodwill and strengthens your reputation in the ecosystem.

Respect founder/management team time and confidentiality. Even in the sourcing stage, maintain
professionalism—respond in a timely manner and protect proprietary information.

Invest in trust with underrepresented founder/management team communities. Women-led, rural,
or informal-sector entrepreneurs may not be plugged into traditional deal flow channels. Outreach
matters.

Use sourcing as a development tool (VC-only). Engaging with earlier-stage startups—even if not yet
investable—contributes to pipeline building and ecosystem maturity.

Leverage the fund’s brand and mission as part of the sourcing strategy. A fund that positions itself as
founder/management team-friendly, impact-focused, or sector-specific can attract better inbound leads.
Deploy content strategically to attract attention. Blogs, founder/management team/LP guides, or
sector insights can improve discoverability and draw in aligned companies.

Coordinate sourcing efforts with your IC and advisors. These stakeholders often have access to deal
flow and can refer to companies they know or trust.

Build sourcing KPIs into your fund's operations plan. Examples include # of companies screened per
quarter, % aligned with thesis, or % sourced from priority sectors.




CARIBBEAN
IMPACT MANAGER Angel NIIDB \IIDB Invest WIIDB LAt

21. Collaborate with other funds when appropriate (VC-only). In thin markets, co-sourcing and deal
syndication can benefit all parties and strengthen ecosystems.

22. Attend ecosystem events with intentionality. Prioritize events that are aligned with your fund'’s stage
or sector focus, and follow up with potential leads quickly.

23. Screen rigorously to maintain brand integrity. Avoid engaging too deeply with unaligned or low-quality
opportunities; your reputation in the ecosystem matters.

24. Use sourcing as an early risk filter. Evaluate early signs of founder/management team risk, regulatory
risk, or business model misalignment at the sourcing stage to save time later.

25. Balance volume with quality. A high number of leads is less important than a consistent stream of well-
aligned, thesis-driven opportunities.

26. Be mindful of timing and readiness. Many startups in emerging markets operate with informal
structures or limited documentation. Prepare to offer light-touch guidance if they are otherwise strong
candidates.

ANALYZING INVESTMENT OPPORTUNITIES

In this stage, the fund manager will collect and standardize detailed information about the companies that
passed through the initial screening. The goal is to create a consistent "Teaser" document for each potential
investment, ensuring all the key information is captured in a uniform format. This analysis also determines
whether the opportunity is aligned with the fund’s strategy, risk appetite, and fiduciary responsibilities. In this
early stage, the goal is not to validate every data point, but rather to assess strategic fit, founder readiness,
business model soundness, and the potential for long-term value creation.

The teaser should have the exact same outline and contents to avoid uncertainty, ambiguity, and lack of
objectivity. Each teaser will be the result of a cooperation between the entrepreneur and the investment team;
the document shall not be created by the investment team alone (in fact, it would be wise to let the company
oversee developing the teaser and review it just for purposes of clarity, consistency, and grammar structure). Each
teaser shall be reviewed by the entrepreneur to avoid any misunderstandings about the information contained
therein.

The teaser will be part of the requirements to become an eligible company for investment. The fund manager
may ask, in its documentation package, additional documents, such as financial models, presentations, business
plan, etc.

Upon selecting those companies that may be of interest to the fund, the fund manager shall arrange a review
meeting with the founding team, key executive employees, and/or whatever person is the main contact, to assess
the company using the following framework:

1. In each meeting, the company will explain (non-inclusive list) what it does, the market it attends, the
product/service it provides to the client, etc,, to fully understand the business case presented.

2. The fund manager will look for potential strengths that support the idea of investing in the company or
find the weaknesses that prevent the fund manager from committing capital to the company.

3. The meeting is expected to be an open discussion that will be used to resolve questions or inquiries from
both parties. The fund manager is encouraged to explain the investment process, how many people will
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be involved, the expectations that will be established from both parties, as well as timeframes, deadlines,
and approval mechanisms. The fund manager must ensure that the entrepreneur fully understands the
premises behind investing in the company, the responsibilities, and consequences that such action will
entail, should the entrepreneur accept an investment offer.

The fund manager shall decide how to approach the review meetings and shall control the course of it,
including the number of people involved in the meeting, whether the Key Persons, junior or senior staff
will be present, and the time allocated to each meeting.

At the end of each meeting, the fund manager shall keep track of all conclusions using simple minutes.
The minutes shall have the same structure and contents regardless of which and how many team
members participated in the meeting.

The fund manager shall have frequent meetings with the investment team to assess and decide upon which

opportunities shall move on to the next stage of the investment process.

QUESTIONS THAT CAN BE USED TO DEFINE INVESTMENT-READINESS

10.

.

12.

What are the good things that stood out? Why do we think that those things are good for us?

What are the red flags? Are those flags risky enough for us to back off the deal? Otherwise, will we be
able to succeed in extinguishing those risks? Were those red-flag created by wrong-doings? Were those
red flags created by external events that are not related to the company? (Note: these questions should
be analyzed from the perspective of a consultant, not from that of a judge: Its purpose is to know whether
we can help the company or not in removing those risks).

Why should we invest in the company?

What about the market? Is it a suitable time to play in such an industry? Is it large enough to capture
demand? Are we too late in the game because the market is full of competitors? Is the target customer
the most “profitable”? Who else can deliver the same value to prospective clients?

Are the terms of the investment round good enough for us to make a good case? Is the entrepreneur
willing to change those terms? How flexible are current investors?

Will we be leading the round? If so, can we invite other investors? In which case, are we willing to invest
more than half of the investment round should the entrepreneurs require it as a condition to become
lead investors?

Timing: What is the entrepreneur’s expected timeframe to close the round? Will we be able to promptly
decide whether to invest or not within that timeframe? Is the decision more like a “take it or leave it”
scenario? Can we take our time and calmly negotiate?

Are we comfortable with the management team skillset? Is it something we should worry about or praise
about?

Is it the right time to invest in the company? Should we wait for the next round? Is it too early for us to
invest?

Will the company steadily continue to achieve more milestones? Will those milestones be each time
greater than the previous one?

How does the company fit into the portfolio? Are there any synergies that the company may enjoy by
interacting with other portfolio companies?

Is the investment round in tune with the company’s strategy and growth map? Are they looking for the
right amount of capital?
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13.

14.

15.

16.

How valuable is the company and how is that value reflected in the pre-money valuation? (These
questions try to compare the overall sentiment of the company, its capacity, and milestones achieved
with the valuation; if the value perceived does not justify the proposed valuation, then, the company is
an expensive investment). What about other companies that play in the same industry? Do they have
lower or higher valuations? Is the company an outlier valuation-wise?

Besides us, who can give us more insights/another perspective about the company? Are there some
third-party (advisors, mentors, other investors, management team itself) stakeholders that could help us
develop a clearer picture of the company?

What other deals are we analyzing right now? Which ones should we prioritize? Which ones are not
necessarily desperate to raise capital? Which deals are not that interested in raising capital? Which deals
seem more exciting/dull than the one we are analyzing?

How can we help the company? Are we able to do it in the first place? Do we have the
expertise/skills/assets/resources to do it? If not, are we comfortable doing an investment where we do
not have much value to deliver to the company?

Once the fund manager has shortlisted those companies that have the potential to become portfolio companies,

it would then approve/reject these companies based on the following decision process:

INVESTMENT ANALYSIS DECISION TREE

TIPS AND RECOMMENDATIONS

Use a standardized screening memo template. This ensures consistency and allows IC members to
compare opportunities more easily over time. A template can be found in this manual.

Apply a “thesis fit” lens, not just a market opportunity lens. A great business might still be a poor fit
for your fund based on size, sector, or stage.

Be rigorous, but founder/management team-friendly. Provide respectful and timely feedback even
when declining an opportunity—it strengthens your reputation.

Document all decisions, even those that do not move forward. A deal rejected today may become
investable in a future round.

Stay aligned with portfolio construction limits. Avoid pre-selecting companies that would exceed
sectoral, geographic, or ownership thresholds.

Use this step to inform your pipeline strategy. If most rejected deals are failing due to the same issue
(e.g., lack of traction, poor governance), this may signal a gap in the ecosystem or a need to adjust your
sourcing filters.

Prioritize clarity over completeness. A concise, well-reasoned screening note is more valuable than a
dense or inconclusive analysis.

THE DUE DILIGENCE

Due diligence is the process through which the fund manager verifies that an investment opportunity meets the

financial, legal, operational, and strategic standards necessary to justify capital deployment. It is the most

comprehensive step in the investment process and provides the foundation for sound decision-making, risk

mitigation, and fiduciary accountability.
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The purpose of this phase is to validate the information provided by the company, identify potential risks and
liabilities, and assess the overall investment readiness of the business. While the scope and depth of due diligence
may vary depending on the stage, ticket size, or prior relationship with the company, all investments must
undergo a minimum level of formal review before presentation to the investment committee or execution of
binding documents.

The findings from due diligence will inform deal terms, post-investment strategy, and whether to proceed with
the transaction. This phase also provides an opportunity to identify areas where the fund can add value—whether

through improved governance, commercial partnerships, or operational support.

Although the fund manager is encouraged to create its framework that fits within the desired and expected

investment thesis, the following is a list of issues that should be thoroughly assessed:

AREA OF DIMENSIONS
ANALYSIS OF ANALYSIS QUESTIONS THAT SHOULD BE SOLVED IN THE ANALYSIS...

Market size e Isthetarget market large enough to support substantial growth?
(potential) e Has the industry been growing rapidly?

] .. e Are there too many competitors?

= Competitive . . .

€ landscape e |sthe company operating in a niche market?

2 e How difficult will it be to penetrate the market?

;

o e Arethe customers ready to use the product/service?

8 e What about tropicalization issues?

2 Market Fit e Isthe company addressing a customer need?
(scope) e Hasthe customer already adopted the means to understand the

product/service?
e |[sitgood timing to deploy the product?

Product / e Does the core product potential rely on deep technologies?
Service e |sthe project hardware or software-oriented?

= Innovation e Any barriers to entry that might hinder other competitors’ offer?

(]

°§ .. . e How complete is the revenue stream?

o Distribution e Isthe value chain solid enough across its links?

o Channels . . = '

oy e Can something be improved?

5

g e How is it going to make money?

Monetization / Does it make sense to earn money through that business model?
scalability e Is the business model quick and easy enough to deliver high
growth-potential?
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Strategic Planning

Traction

Customer
acquisition &
retention (Go-
to-Market)

Strategic
partnerships

Product
development

Expansion plan

Profitability

Customer
loyalty

Actual vs.
forecasted top
line

Milestones
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Does the company have a clear plan to acquire clients?
How complete is the entrepreneur's sales strategy?

How “good” and “profitable” are their customers? Are they a
pain?

How is the relationship between customer sale cycle and
balance-sheet economics?

Does the company have any current partnerships?

Are there any additional partnerships that could improve the
business model?

On what level and how deep is the integration of those partners
with the company?

How is the product going to become better?
Is it ready to deliver the customers’ expectations?
How can the product be improved? Is it a cost-effective measure?

Does the entrepreneur have a clear, logical, and exciting
approach to reach for new customers?

How does the expansion plan fit within current and future
investment rounds, and the capital associated with its
development?

What are the unit economics that make the company profitable?
How likely is it to achieve profits in the short term? In the medium
and long term? How does that fit within the fund’'s investment
thesis?

What happens if the company does not achieve profitability
within the proposed timeframe?

What is the critical path to attain solid unit economics that can
improve the company's success in raising subsequent
investment rounds at a higher valuation?

Are the customers piling up and staying in?

How is the LTV and CAC? Do they demonstrate increasing
recurrence and favor for larger and more efficient economies of
scale?

How aligned is earned revenue versus budgets and forecasts?

Is earned revenue far below its projections?

Is earned revenue significant enough to maintain forecasted
growth rates?

Is it realistic to achieve that level of revenue in the future?

Are milestones enough evidence to predict the company's
success soon?

How are the milestones creating and delivering value to the
company?
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Management Team

Portfolio Onboarding

Risk
Assessment

Expertise and
knowledge

Skillset,
incentives, and
motivation

Use of
proceeds

Valuation
attractiveness

Exit feasibility

Assessment
areas

Angel WIIDB  \JIDB Invest W3IDB|LAE

Does the entrepreneur have enough experience in the sector?
Does the management team have an expert in product
development?

How are the advisors going to be leveraged?

Is the executive team sufficient? Does the company need to hire
more key positions?

What is the corporate culture of the company and how is that
culture reinforced by the management team?

Are the corporate governance structures of the company aligned
with companies of a comparable size in this sector and region?

Is the management team a good selling team?

What are the skills that each team member leverages to the
company and to what extent do those skills transform the
company's assets into value?

Why are these guys doing this?

Is the deal good enough for the team to be involved?

Is the money raised sufficient to complete all the company’s
objectives?

Does the investment round have an efficient capital deployment
plan?

Do all the milestones make sense for the total amount of capital
the company is raising?

Does the valuation make sense with what we have seen in the
market?

Does the valuation fit properly with the number of milestones
achieved by the company and its expected KPIs?

What about the previous investment rounds? What were the
assumptions behind such rounds and what was the outcome of
such rounds?

How likely will a strategic buy-out occur?

Does the entrepreneur have a clear vision of the expected
strategy?

Is the entrepreneur willing to sell the company in the first place?

Would the timing of the investment of the fund fit within the
projected timeframes?

Labor & workforce issues
Intellectual property issues
Commercial and sales issues
Operational issues
Corporate governance issues
Legal and tax-related issues
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To achieve a thorough analysis, the fund may engage external service providers, mentors, and subject-matter
experts—including legal, financial, and sectoral specialists—to support the internal team in preparing a
comprehensive due diligence report. This document will summarize all findings—positive and negative—and will
serve as the foundation for final decision-making and investment structuring (which will be used later during the
investment approval and negotiation stages).

The due diligence workflow should reflect a structured methodology that incorporates the following key features:

1. Engagement of experienced professionals: Senior expertise is essential to the quality of the analysis.
The process should involve accounting and legal experts, as well as specialists with a deep understanding
of the company's industry or technology.

2. Defined review period and access to information: The diligence phase is initiated once the company
provides structured access to its internal information—typically through a data room or shared
repository. This period should be time-bound and well-organized to maximize efficiency and focus.

3. Prioritization of efforts and resources: The investment team must review all material information
related to the company’s history, governance, legal standing, financial performance, and stakeholder
environment. Recognizing the natural limitations in time and access, the analysis should be guided by
clear priorities—focusing on areas that can most significantly inform the investment decision and identify
value creation opportunities.

4. Assessment of underlying assumptions: A core objective of due diligence is to evaluate the likelihood
that the company's key business assumptions will materialize. This includes assessing the realism of
projected revenue growth, market entry strategies, customer adoption, and cost structure.

5. Decision-making and negotiation input: The conclusions drawn from this process will either validate or
challenge the fund manager’'s preliminary assessment. These insights will inform the structuring and
negotiation of the investment, enabling the fund management to mitigate key risks, adjust expectations,
and build protections into the transaction.

6. Development of a monitoring and support plan: Based on the findings, the fund manager should
outline a post-investment monitoring strategy. This plan will inform how the fund tracks progress,
engages with the entrepreneur, and positions the company within the broader portfolio strategy.

To ensure that the transaction will result in a healthy acquisition and a profitable investment, the fund will address
the due diligence process from the perspective of an investor as well as that of an auditor. From the beginning,
clear objectives will be set with regards to the interest in investing in a business, and how the company proposes
to generate an attractive return for its investors. This assessment includes the following elements:

1. Asimple, yet convincing reason to invest: The fund must develop a key solid argument that supports its
intention to invest, which implies objective reasoning over the impact of the investment in the fund.

2. Key value drivers: An assessment of the magnitude and variability of the sources that modify and/or
increase value in the company.

3. Main risks: A comprehensive assessment of the risks and disadvantages of the investment (if any),
describing actions to mitigate them.

The engagement of the investment team should follow a process similar to the one described below:




CARIBBEAN
IMPACT MANAGER Angel NIIDB \JIDB Invest N3IDB|LAE

1. Theteam behind the due diligence is expected to meet key executives and/or the founding team several
times (including its stakeholders) to diagnose and verify the information delivered, sharing observations,
and comments about it.

2. The fund manager shall deliver a checklist with all necessary information that should be used to be
analyzed by the investment team.

3. Upon confirmation that information has been delivered, the investment team will compile it and proceed
to review it.

4, Theinvestment team must analyze the information gathered in the previous step and obtain conclusions
on the matters previously discussed. It is important to note that additional questions may arise that will
have to be validated with the entrepreneur to continue the process. This is a crucial step since it creates
the necessary statements for the fund to maintain its decision of investing in the company.

5. Define action courses: Upon the validation of all the above steps, the investment team will summarize its
findings of that subject in the report. It will then repeat the process until all key areas have been
thoroughly analyzed.

6. This cycle repeats as many times as are necessary to complete the due diligence report (according to the
pre-defined schedule).

APPROVAL
OF MECHANISMS

Before an investment can be formally approved and advanced to the negotiation phase, several conditions must
be met. These conditions do not follow a specific order but must be satisfied in their entirety to ensure a sound
and well-substantiated decision by the fund.

First, the fund manager must conclude that no material red flags remain unresolved. While certain risks may
be present, they should be deemed either manageable or likely to be mitigated through the structure of the
investment or post-investment engagement. If substantial doubts persist, the opportunity should not proceed.

Second, the entrepreneur must have provided all necessary documentation and information, with no
outstanding disclosures or unresolved issues. Transparency and completeness of information are essential for
both due diligence and subsequent legal structuring.

Third, the fund manager must have received satisfactory feedback from any external advisors or third-party
consultants engaged during the due diligence process. These inputs, whether legal, financial, technical, or
sectoral, should confirm the initial assessment and reveal no new or disqualifying risks.

It is recommended that the negotiation of the company’s pre-money valuation be addressed prior to the
investment committee meeting. Valuation is often one of the most sensitive and consequential terms in the
transaction, yet it can typically be confirmed in a brief period. Resolving this matter in advance facilitates a more
informed and efficient IC discussion and minimizes the need for post-approval renegotiation.
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Finally, should the company require the fund to sign a non-disclosure agreement (NDA) prior to granting access
to information, the fund manager must ensure that the NDA's terms do not restrict the fund'’s ability to source or
evaluate other opportunities in the same sector or geographic market. Any exclusivity, non-compete, or broad
limitations on future analysis should be excluded or clearly modified to protect the fund'’s operational flexibility

and pipeline integrity.

DUE DILIGENCE FRAMEWORKS
FOR PRIVATE EQUITY AND PRIVATE DEBT

The due diligence process is a critical phase in any investment lifecycle—but it looks substantially different
depending on the asset class. While venture capital due diligence emphasizes the team, product-market fit, and
scalability, private equity (PE) and private debt (PD) due diligence place a much stronger emphasis on financial
fundamentals, governance systems, legal compliance, and in the case of debt, repayment capacity and downside
protection.

The following section outlines key distinctions and additions to the standard investment process described in
earlier chapters. It aims to highlight elements that either diverge meaningfully from the traditional venture
capital approach or introduce critical considerations necessary for the successful closing of private equity
transactions.

PRIVATE
EQUITY

1. Pre-Screening & Initial Evaluation. The fund’s investment team performs a quick screening of the
opportunity to ensure it fits the fund’s mandate and risk appetite. This involves verifying the SME's sector,
size, and geography against the fund'’s investment criteria and exclusion list (e.g., avoiding prohibited
sectors like gambling or arms). A high-level review of the company’s financials and business model is
done to gauge growth potential and major risks. Basic ESG and compliance checks are also conducted
at this stage — for example, ensuring the business is not violating local environmental or labor laws and
that owners pass Know-Your-Customer (KYC) and anti-money laundering checks.

a. Red Flags: Misalignment with fund strategy (e.g. too large or outside target industries); evidence
the company engages in prohibited activities or non-compliance with regulations (such as
environmental violations, strong social opposition, high contextual risk, or labor disputes);
negative media or background reports on the owners (integrity issues); and unsustainable
business fundamentals (e.g. consistently negative cash flow) observed early on. Any such red
flags at screening will typically halt the process.

2. Detailed Due Diligence - Commercial, Financial & Operational Analysis. If the deal passes screening and
an initial term sheet or letter of intent is in place, the team conducts in-depth commercial and financial
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due diligence. This phase assesses the market and commercial viability of the business (industry growth,
competition, demand drivers) and thoroughly analyses historical financial statements and projections.
The goal is to validate the company's revenue streams, profitability, and cash flow stability, and to identify
any potential financial vulnerabilities. In parallel, operational due diligence is performed to evaluate the
company’s internal processes and capacity: site visits are often made to inspect facilities, and
management interviews are held to understand operational workflows, supply chains, IT systems, and
the quality of the management team. The fund's team builds a financial model to forecast performance
under various scenarios, testing assumptions (e.g., growth rates, margins) and performing sensitivity
analysis
a. Red Flags: Commercial include an overestimated market with weak demand evidence, reliance
on a few major customers, or significantly stronger competitors in the region. Financial -
aggressive financial projections (unrealistic growth or margins), inadequate quality of earnings
(e.g., large one-off adjustments or inconsistent accounting policies), important levels of
unrecorded liabilities or off-balance-sheet debts. Operational red flags include dysfunctional or
overstretched operations (e.g., inability to fulfill orders on time, outdated infrastructure), lack of
depth in management (over-reliance on the founder/family/management team with no
succession plan), or any unresolved operational risks like pending regulatory penalties or failing
environmental/safety standards.

3. Detailed Due Diligence - Legal, Tax & ESG Compliance. Together with (or after) the commercial/financial
review, the fund conducts a comprehensive legal and compliance due diligence to uncover any legal
risks and ensure the investment will be sound from a regulatory standpoint. This phase is typically led by
external advisors: the fund engages local legal counsel to review corporate documents, material
contracts, permits, and any ongoing or past litigation involving the company. Key areas include verifying
clear title to shares and assets, checking for liens or debts, ensuring material customer and supplier
contracts are enforceable, and reviewing regulatory compliance (industry-specific licenses, tax
compliance, etc.). A tax due diligence (often by an external tax advisor or accounting firm) is done to
identify tax liabilities or structuring issues that could affect the investment. Crucially, an ESG due
diligence review is performed (often with the help of an ESG specialist or in-house ESG officer) to ensure
the company meets the environmental, social, and governance standards expected by investors. This
means confirming the company complies with local environmental and labor laws and assessing any
ESG risks of its operations (e.g., high natural resources consumption, waste management, community
relations, labor practices, health and safety concerns, climate risk). Throughout this phase, the team also
completes integrity checks on promoters/shareholders (deeper background checks, reference calls) to
ensure there are no hidden reputational issues.

a. Red Flags: Legal —unclear ownership of shares or assets, pending lawsuits or contingent liabilities,
regulatory violations or fines, problematic clauses in contracts (e.g., change-of-control penalties
or onerous liabilities), or non-compliance with corporate governance requirements. Tax -
outstanding tax debts, ongoing tax disputes, or aggressive tax schemes that could be disallowed.
ESG/Compliance - any history of environmental incidents, accidents or sanctions, poor worker
safety or labor disputes, lack of required environmental permits, community opposition to the
company'’s operations, or indications of corruption/bribery involving the company. Additionally,
any sign that the key managers have integrity issues (fraud allegations, inclusion on sanctions
lists, etc.) is a major red flag. If serious issues are found, the fund may require them to be resolved
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(e.g., obtaining missing permits, settling lawsuits) as a condition precedent to investment, or
decide not to invest at all.

PRIVATE
DEBT

For a generalist private debt fund, the due diligence process is geared toward credit risk evaluation and legal
enforceability. Most of the analysis is done by the fund'’s credit team internally, focusing on the borrower’s cash
flows, creditworthiness, and collateral, while engaging external experts for legal review and collateral appraisal.
The process is structured in phases to ensure predictable repayment, adequate security, and compliance with
ESG and legal standards:

1.  Pre-Screening & Initial Credit Assessment. The lending team conducts an initial screening of loan
applicants to quickly assess eligibility and creditworthiness before devoting extensive resources. In this
phase, the fund checks that the SME meets basic criteria (e.g., within target countries and sectors, loan
size within limits, and purpose of loan aligns with the fund’'s mandate). A preliminary credit analysis is
performed by gathering key financial information from the borrower —this might include recent financial
statements, management accounts, or even bank account snapshots — to evaluate whether the business
generates sufficient cash flow to service the debt. The team calculates rough metrics like leverage and
debt service coverage (additional KPIs and KFIs are further described through this document). They also
evaluate the collateral offered (if any) at an important level: what assets are available (e.g., real estate,
receivables, equipment) and an estimate of their value relative to the loan. A quick background and
character check on the borrower and its principals is done, including looking at credit bureau reports (if
accessible in the country), references from the SME's current bank or suppliers, and basic KYC/AML
screenings. This addresses the borrower's “Character” — one of the classic five Cs of credit (Character,
Capacity, Capital, Collateral, Conditions)- to ensure there are no glaring issues like a history of defaults or
fraud. Concurrently, an ESG exclusion check is performed to ensure the loan will not finance prohibited
or harmful activities (similar to the equity process, the fund will not lend to companies on the exclusion
list and will screen out activities with unsolvable environmental or social red flags at the outset).

a. Tools & Data Sources: A credit screening template or scorecard; documents requested from
borrower (e.g. two years of financial statements, tax filings, bank statements to verify cash
inflows/outflows); external credit bureau reports or credit scoring tools (where available) to check
credit history; databases for sanctions and politically exposed persons (for AML/KYC): and
collateral registries or public records to do a quick check on collateral (for example, verifying
property ownership or existing liens through registry searches). The team might use an internal
risk-rating model that assigns preliminary scores to factors like financial performance, industry
risk, and management quality.

b. Red Flags: Signs that the borrower cannot repay or is not trustworthy. For example: very weak
financials (continuous losses or insufficient cash flow to cover debt service at first glance), an
already high debt burden, or a poor credit history (prior loan defaults, court judgments). If
collateral is already pledged elsewhere or is of dubious value (e.g., overstated, or hard-to-sell
assets). Negative information in KYC checks — such as the company or owners appearing on
watchlists, or news of corruption/legal troubles — would also stop the process.
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2. Full Credit Due Diligence - Financial & Business Analysis. Once an applicant passes the initial screen and
indicates interest (often a term sheet or indicative loan terms will be issued at this point), the fund's credit
team undertakes a detailed analysis of the borrower’s financial capacity and business fundamentals. This
phase centers on evaluating the SME's ability to service the debt (cash flow predictability) and the overall
health of the business. The team builds a cash flow model, projecting the company’s revenues, expenses,
and debt service over the loan term to assess debt service coverage ratios under base and stress
scenarios. They scrutinize historical financial statements in detail: quality of earnings, profit margins,
working capital levels, and existing debt obligations. Particular emphasis is on recurring cash flow
generation - since loans will be repaid from cash, not just accounting profits. The analysis also covers the
SME'’s business plan and market conditions (though not to the extent of an equity commercial due
diligence, it is important to understand the stability of the SME's customer base and industry trends that
could affect future income). The character and quality of management are further assessed by interviews
or reference checks, since honest and competent management often correlates with creditworthiness.
In other words, the credit team evaluates the loan attractiveness using the “five Cs" framework: Character,
Capacity (cash flow ability to repay), Capital (equity buffer), Collateral (assets to secure loan), and
Conditions (economic/industry conditions)

Capacity and Collateral are usually the most important aspects to assess a SME loan’s worthiness. The
team ensures the borrower’'s cash flow forecasts are realistic and that there is a cushion in case of
downturns. Collateral evaluation at this stage is also refined: the type, value, and legal status of assets
proposed as security are analyzed (e.g., an internal estimate or obtaining preliminary appraisals). If the
SME lacks physical collateral, other credit enhancements are considered, such as personal guarantees
from owners. The fund also assesses ESG aspects of the business here: an internal ESG due diligence
guestionnaire might be completed to identify any environmental or social risks (for instance, if the SME
operates in an industry with potential pollution risks or labor issues, these need to be understood and
deemed acceptable or mitigable).

a. Red Flags: Financial — cash flow projections that rely on overly optimistic sales growth or thin
margins that barely cover debt service, a history of poor financial management (e.g. frequent late
bill payments or tax arrears), or inconsistencies between reported financials and observed
business activity (which might indicate unreliable accounting). Business/Management — highly
volatile revenues tied to a single customer (concentration risk), lack of transparency from
management in providing data, or evidence of poor management competence or integrity.
Collateral — discovery that assets are over-valued or not easily enforceable (e.g, inventory that is
perishable or custom-made equipment with low resale value. ESG - any environmental or social
issue, including labor, that could impair the business’s operations or lead to legal liabilities during
the loan period (for example, the SME’s facility is non-compliant with environmental or labor
regulations which could result in fines or shutdown).

3. Legal Due Diligence. After the internal credit due diligence indicates the loan is viable, the fund will seek
independent verification of the collateral and legal aspects before final approval. Given that enforceability
is crucial in lending, the fund hires external parties for this phase. A certified collateral appraiser or
valuation expert may be engaged to formally appraise key assets offered as security (e.g., a professional
property valuation for real estate collateral, or a third-party inspection and valuation of equipment). This
ensures the collateral's market value is objectively assessed and sufficient to cover the loan in a downside
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scenario. Simultaneously, the fund's lawyers (or outside legal counsel, often local to the borrower’s
jurisdiction) perform legal due diligence on the borrower and transaction. This includes verifying the
borrower's legal existence and authority to borrow (reviewing incorporation documents, board
resolutions), and reviewing any contracts or permits critical to the borrower's business. They will also
ensure compliance with local lending laws (for example, that interest rates are within legal limits, and all
consumer protection or disclosure requirements are met if applicable). The legal due diligence may need
to confirm that the loan does not violate any sanctions or that the borrower meets anti-corruption
standards.

a. Red Flags: Any finding that undermines the security or legality of the loan. For instance: the
appraisal coming in significantly lower than expected (meaning the loan-to-value ratio is too
high) or discovering that collateral is difficult to seize or has legal restrictions (e.g., land that
cannot be transferred due to unresolved title issues). On the legal side, red flags include inability
to obtain a first-ranking lien on the collateral, complex ownership structures that raise questions
on who owns the assets, pending legal disputes that could take precedence over the fund's
claims, or any law that could invalidate the proposed loan structure. If local insolvency laws are
particularly unfavorable to creditors (e.g., making foreclosure very lengthy or uncertain), that risk
is noted as well. Another red flag would be if the borrower's compliance is questionable - for
example, if during legal due diligence it is found that the borrower lacks necessary licenses or is
facing regulatory sanctions, the fund may pause to have those resolved. All such issues must be
addressed (additional collateral, legal restructuring, or simply walking away from the deal) before
moving on.

TIPS AND RECOMMENDATIONS

Adopt a “red flag clearance” mindset. Approval to proceed should only be granted once no material
red flags remain unresolved. Risks may exist, but they must be clearly understood, manageable, and—
ideally—addressed through deal structuring, covenants, or post-investment engagement.

Use internal documentation to support consistency and discipline. Maintain a checklist or internal
memo that verifies all due diligence milestones have been completed. This ensures accountability and
avoids premature advancement to negotiation.

Ensure complete and timely delivery of information from the management team. A company that is
disorganized or slow in responding to information requests may raise broader concerns about
transparency, governance, or preparedness. Unresolved documentation gaps should be addressed
before IC presentation.

Incorporate third-party input into the final recommendation. Legal, financial, technical, or ESG
advisors may surface insights that challenge initial assumptions. Their conclusions should be factored
into the final assessment and not viewed as procedural formalities.

Address valuation discussions early. Pre-money valuation should be negotiated prior to the investment
committee’s deliberation whenever possible. This avoids prolonged post-approval discussions and allows
the IC to assess the opportunity with a clear understanding of ownership and expected return.

Avoid valuation negotiations that depend on IC approval. Positioning IC approval as contingent on
future valuation negotiation undermines credibility and introduces uncertainty. Ensure terms are as
settled as possible beforehand.
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7. Use this phase to prepare for post-investment engagement. The final due diligence conclusions
should inform the fund's value-creation strategy and monitoring plan—not just the investment decision
itself. Early identification of governance gaps, reporting limitations, or strategic blind spots creates a
smoother transition into portfolio management.

8. Do not rush to IC for the sake of timing. Even under pressure to deploy capital or meet LP timelines, do
not bring an opportunity to the investment committee until all minimum criteria have been met.
Credibility with IC members depends on thorough preparation and strong judgment.

FINANCIAL ENGINEERING
DURING THE DUE DILLIGENCE STAGE

The due diligence process is not only a mechanism for identifying risks: it is also the foundation for value creation
and financial engineering. The KPIs and financial indicators presented in the table above serve as the analytical
framework that fund managers can use to evaluate commercial viability, model future cash flows, and structure
optimal investment terms. Whether underwriting an early-stage venture investment, a leveraged buyout, or a
senior secured loan, seasoned investors rely on these metrics to calibrate return expectations, detect
inefficiencies, and shape strategic interventions.

INDICATOR

WHAT IT
MEASURES

TYPICAL
BENCHMARKS

HOW TO USE

RED FLAG ZONES

Flat/declining

Spee.d and VC: 50-100%+; Model forward revenue, or
Revenue consistency of ; o growth; assess
. PE: 10-25%; . sudden
Growth Rate revenue expansion realism of

Gross/EBITD

over time

Profitability at
various levels (gross

PD: positive, stable

Gross margin >40%
(varies); EBITDA

projections

Compare against

deceleration pre-
scale

Low or negative
margins

A/Nef Pl profit, operational, margin >15% in peers, dla}g.nose compared to
Margin ) cost/profit issues
net) mature firms sector averages
. Cash health and Startups: 12-18 For VC: calculate Runway <6
Operating . - ) ) .
Cash Flow / sustainability of months runway; runway; for PE/PD: months or weak
operations or mature: positive free assess cash cash flow
Burn Rate .
startup runway cash flow coverage conversion
Expected 5§:S“Jsr‘c%°tif;‘|t;i' e VC:30% IRR Determine if deal
Return (IRR / ( ro'ectedp IRR or PE: 20-25% meets fund's return IRR < fund hurdle
MOIC) pro) PD: 10-14% hurdle

MOIC)

Customer / Risk due to reliance Assess need for

Revenue on a few customers No single client >10- diversification or Top 1-3 customers
Concentratio or sources of 20% of total revenue contractual >50% of revenue
n revenue protections
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Efficiency of
LTV /CAC customer
Ratio (VC) acquisition relative

CAC Payback
Period (VC)

Burn Rate &
Runway (VC)

Churn Rate /
Net Revenue
Retention
(vC)

Debt/EBITDA
(PE & PD)

DSCR Debt
Service
Coverage
Ratio (PD)

Interest
Coverage
Ratio (PD)

Loan-to-
Value (LTV)
Ratio (PD)

Current Ratio
/ Liquidity
(PE & PD)

ROCE / ROIC
(PE)

Operating
Expense
Ratios (PE)

to long-term value

Time it takes to
recover marketing
investment per
customer

Monthly burn and
how many months
before cash runs
out

How well the
company retains
customers over
time

Company's
leverage; risk of
over-indebtedness

Ability to pay debt
obligations from
cash flow

Ability to meet
interest payments
comfortably

Collateral buffer
relative to loan size

Short-term solvency
and liquidity of
operations

How efficiently
capital is deployed
to generate returns

Cost control relative
to revenue;
identifies
inefficiencies

Angel

31 or higher
indicates healthy
unit economics

<12 months ideal
(B2B); <18 months
acceptable

12-18 months
runway; monitor
burn multiple (<1.5x
ideal)

Net retention >100%;
churn <5% annual for
B2B SaaS

2-4x for healthy
firms; >5x = high risk

>1.25x considered
safe; <1.0x— is red
flag

>2.0x— preferred,;
<1.5x— is concerning

<70-80% ideal; >90%
= high risk

1.2-1.5x— or higher;
<1.0x— is a warning

15%+ preferred; must
exceed WACC

SG&A/revenue stable
or falling;
benchmark vs. peers
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Validate scalability
of model; compare
by cohort or channel

Evaluate efficiency
of growth strategy;
adjust marketing
budget

Guide capital needs
and future raise
timeline

Flag
retention/product fit
issues; model
revenue durability

Stress-test debt
capacity and model
refinancing
scenarios

Set covenants;
evaluate buffer for
downside risk

Model resilience to
earnings volatility

Ensure repayment
protection; structure
loan-to-value limits

Assess short-term
risk; build liquidity
covenants if needed

Benchmark against
cost of capital;
validate value
creation

Build turnaround or
cost-cutting plan if
needed

OIDB | Lat

<21 or LTV <CAC
(value lost per
customer)

Payback >24-36
months; slow
return on growth

Burn
>$500K/month w/
little growth or <6
months runway

Churn >10%
monthly; retention
<80%

Debt >5-6x
EBITDA,; increasing
trend

DSCR <1.2x—or
volatile quarter-to-
quarter

Coverage <1.5x; risk
of default from
small earnings
drops

LTV >90%; risk of
loss if collateral
sold

Ratio <1.0x— = risk
of payment issues

ROCE <WACC or
trending
downward

SG&A rising faster
than revenue w/o
rationale



CARIBBEAN
IMPACT MANAGER Angel DB  \JIDB Invest \3IDB|LAE

FORMALIZING
THE INVESTMENT DECISION

Once due diligence has been completed and the fund manager has gained sufficient conviction in an
opportunity, the final stage of the investment process involves securing internal approval, negotiating final terms
with the company, and executing the necessary legal documentation. This phase marks the formal commitment
of the fund'’s capital and is therefore subject to the highest standards of governance, documentation, and
transparency.

THE INVESTMENT COMMITTEE

The Investment Committee (IC) serves as the formal decision-making body for the fund, and it is the most
important corporate governance body in the investment process.

Once the fund manager has a set of companies that it wishes to invest in, then, an investment committee session
will be scheduled to discuss the approval of such opportunities, based on the findings and conclusions described
in the due diligence stage. The IC will evaluate the opportunity against the fund's investment thesis and plan on
whether to proceed with due diligence.

The IC is the body responsible for approving or declining investment proposals. The fund manager must prepare
a final investment memo that summarizes the opportunity, due diligence findings, risk mitigants, deal terms,
and post-investment value creation strategy. IC members should be provided with this memo well in advance of
the meeting, and the presentation must address any material concerns raised during the earlier phases of
analysis. While voting structures may vary, it is strongly recommended that the IC operates under a written
charter, with documented voting procedures, quorum rules, and conflict-of-interest policies. A formal record of
the IC decision must be kept, regardless of outcome.

INVESTMENT COMMITTEE PROCESS

NEGOTIATION AND INVESTMENT CONFIRMATION

Upon approval, the fund manager initiates or finalizes negotiations with the entrepreneur. By this stage, most
key commercial terms—such as valuation, capital amount, and ownership structure—should already be
universally agreed upon. However, the post-IC negotiation phase is where finer terms are solidified. These may
include board seat rights, information rights, liquidation preferences, investor protections, anti-dilution
provisions, and founder/management team vesting. The fund manager must balance firmness in negotiations
by maintaining a productive and collaborative relationship with the founding team.

The fund manager shall make its best efforts to create ideal conditions to maximize the returns offered by
potential investments. Although the fund manager may use its framework to negotiate the term sheet, the
following list displays some of the issues to be considered before the consummation of the investment:
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10.

The overall valuation proposal for all curated companies. While the entrepreneurs may have a valuation
proposal, the valuation presented may be adjusted using the conclusions derived from the due diligence
and/or the investment committee’s feedback.

Determination of the system of incentives and responsibilities for both entrepreneurs and other
investors, including stock repurchase options or conversion of convertible notes, and performance goals
set over a temporary framework.

Determination of financial assurances by audit, management, wages, salaries committees.
Determination of corporate structure, including tag-along rights, drag-along rights, preemptive rights,
and a differentiation of classes of shares for the protection of minority rights.

The fund manager may seek to invest in corporate structures that will allow Key Employees to participate
in the board of directors of the company; to have the flexibility in voting rights according to each subject;
to establish control structures and protect minority rights; to exercise rights of veto for strategic decisions,
including those related to the amendment of statutes, sale of shares and assets, mergers and
acquisitions, public and private offerings, strategic and operational alliances, opening or closing lines of
business, budget, wages and salaries for managers, administrative staff changes and lock clauses for
profit sharing (dividends). To give ample protection to the fund, the legal structure should include
information rights; first exit rights and guaranteed minimum returns preferred; anti-dilution rights,
including those of first preference of both and tagalong; first exit rights, such as drag-along, as well as
clauses and resolve deadlock situations arising from disagreements among investors that affect the
operational activities of the company.

Financial control. The fund will monitor the uses of capital, ensuring that it is utilized strictly as intended
by the due diligence report.

Financial assurances. The fund will establish assurances and resource controls in the bylaws for
administrators (e.g., joint signatures for certain amounts).

Auditing Committee. Assurance for the proper legal and accounting operations that are made from the
start of the investment process.

Wages and Salaries Commmission. Control wages and salaries to homogenize them with market standards
and avoid excessive premiums, supervising the pay-roll policy of employees at each of the supported
companies/projects.

Reinvestment of profits. Ensure that corporate profits are reinvested for no less than a four-year period
and the capitalization/growth meets the estimated ROI.

These terms will be set to the extent that the regional legal corporation structures allow them, otherwise, the
fund manager will seek further legal advice to determine the best possible structure to comply with the clauses.

If all the steps above have been successfully completed, then, the fund shall proceed to sign the term sheet and

execute all the necessary paperwork to consummate the investment.

Once the parties reach a consensus on the terms, the fund’s legal counsel will formalize the agreements, typically
through a combination of a shareholders’ agreement, subscription agreement, and/or convertible note,
depending on the investment instrument. It is critical that all legal documents are reviewed by qualified counsel

and are fully consistent with the fund'’s operating documents and investment policy. Final documentation should
reflect not only the terms of the agreement but also any covenants, milestones, or governance obligations that

were identified during due diligence.
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At this point, the investment is transitioned into the portfolio monitoring phase, and a copy of all finalized

documents must be retained in the fund's internal records and investor reporting systems. The legal and

operational formalization of an investment is not just a legal requirement—it represents the culmination of the

fund'’s decision-making process and the beginning of its role as an active, value-adding shareholder.

TIPS AND RECOMMENDATIONS

1.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

24.

25.

26.

Ensure that IC materials are comprehensive, structured, and timely. The investment memo should be
circulated to IC members in advance, and include clear summaries of the opportunity, risks, proposed
terms, and rationale for proceeding.

Document every IC decision, including declines. Maintain formal records of IC votes, minutes, and any
dissenting views. This supports internal accountability and external audits.

Avoid presenting deals to the IC with unresolved key issues. All commercial terms, valuation, and risk
areas should be addressed before the IC meeting. The IC is not a forum for ongoing negotiation.
Establish clear voting procedures and conflict-of-interest rules. IC members with a relationship to the
company or entrepreneur should recuse themselves from deliberation and voting.

Standardize the memo format across all deals. Consistent structure allows the IC to compare
investments more easily and improves overall governance.

Prepare for questions. Simulate an IC Q&A session internally before the actual meeting. This builds
confidence and ensures that all angles have been considered.

Do not overuse unanimous voting rules. Requiring unanimity may stall decision-making. A well-
designed IC charter should balance rigor with practicality.

Begin valuation discussions early in the process. Misalignment on valuation is one of the most
common deal-killers. Address it before moving to the IC to avoid derailing post-approval execution.

Use standardized term sheets to guide negotiations. This reduces legal costs and accelerates the
closing process. Modify only where necessary.

Balance protection with collaboration. Avoid overly aggressive investor rights that may alienate the
founder/management team. Seek alignment, not dominance.

Define board and information rights clearly. Ensure the fund’s ability to monitor the company post-
investment, even if no board seat is taken.

Pay attention to vesting and equity incentives. Confirm that the founder/management team are
properly incentivized to stay and perform. Consider milestone-based vesting or option pool expansion as
part of the negotiation.

Involve legal counsel early. Bringing legal advisors in only after the IC approval can cause delays. Have
draft documents or templates prepared in advance.

Preserve goodwill with the founder/management team throughout negotiations. The tone of this
stage sets the tone for the investor-entrepreneur relationship moving forward. Be firm but fair, and
always transparent.

Use experienced fund counsel to lead the documentation process. Generic corporate lawyers may
overlook fund-specific requirements. Engage lawyers with experience in alternative investments,
preferably in cross-border or regional contexts.

Ensure consistency with fund governing documents. Any negotiated terms must not conflict with the
fund’s Limited Partnership Agreement, investment policy, or legal constraints.
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27.

28.

29.

30.

Include pre-closing conditions in the documentation. Examples include updated cap tables, regulatory
filings, or board seat confirmations. Disburse funds only after these are fulfilled.

Retain signed documents in both physical and digital archives. Maintain a centralized repository of
final contracts, side letters, and related documentation for compliance and LP reporting.

Inform LPs as appropriate. Depending on your fund structure, LPs may need to be notified or updated
shortly after closing. Prepare a brief summary or announcement to facilitate transparency.

Document lessons learned from each closing. Post-mortems can help refine internal processes and
accelerate future transactions.
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SECTION 111 - PORTFOLIO MANAGEMENT AND
VALUE GENERATION

Private capital funds require robust operational systems to manage capital flows, comply with regulatory
standards, and uphold investor trust. This section offers a detailed breakdown of fund administration practices,
including capital calls, financial reporting, LP engagement, and compliance measures. It is designed to support
fund managers in running an efficient and transparent operation that meets the expectations of limited partners
and other stakeholders.

MANAGE PORTFOLIO INVESTMENTS

Portfolio management has three main objectives:

1. Understand the status and performance of portfolio companies.

2. Engage with portfolio companies to generate value through actions that increase their survival
probability.

3. Detect risks and act rapidly upon extinguishing those risks as soon as possible to avoid damage to the
economic value of the company.

PORTFOLIO INVESTMENT FRAMEWORK DIAGRAM

DATA COMPILATION &ANALYSIS FRAMEWORK

Once a company is part of the portfolio, the fund manager must ensure that certain clauses are included in the
company's bylaws and/or legal investment documentation. These clauses grant the right to perform ongoing
performance assessments while the fund manager remains an interested party, either as a shareholder or lender.

The following are a few samples of the clauses that should have been included in the legal paperwork:

Information rights.

Right to conduct activities.

Board of Director's membership and appointment.

Bylaws that include explicit clauses pertaining to the compilation and use of the company'’s historical

N N

and forecasted data for internal purposes.
5. Side letter (in cases that debt has been used as the preferred vehicle) establishing any of the clauses
mentioned above.

The fund manager must regularly assess the performance of each portfolio company. Frequency is determined
by the fund manager, but assessments must occur at least quarterly.
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At the most basic level, the fund manager shall have a set of indicators for each portfolio company that will help

it understand how the company is performing. This set of Key Performance Indicators (KPIs) may not be the same

across each portfolio company, since it is expected that each portfolio company will have its own unique set of

value-drivers. Therefore, the framework upon which the fund manager should work with the information

provided by the companies has to provide information about the following matters:

Operational
Performance

Financial
Performance

Strategic
Performance

What type of information
should be needed?

Issues to be addressed

e Key events during the period

e Discover potential risks on
time

e Discover, keep, and maintain
value drivers

e Review business development

o Enhance company's budget
e Review assumptions
o Compare actuals vs. historical

and forecasted indicators

o |dentify opportunities to

explore

e Review growth plans and

adjust where necessary

e Review internal HR affairs
e Discuss subsequent

investment rounds

® Review entrepreneur's

mindset and compare against
milestones

Information the
entrepreneur must disclose...

Sample thought process...

We sold “x" number of devices,
driven by solid commercial
prospects and high conversion
rates....

..which improved our margins
by x% and brought the
company closer to break-even

...this was within our budget
and parameters, but we spent
more capital that was
necessary because we could
not hire the CMO in the
quarter, so we need to adjust
the budget for the next three
quarters

What information can
be used?

Type of information
gathered - Sample
KPIs/tools

e Customer
Acquisition Cost

e Average revenue
per user

e # of units sold

e Lifetime Value

o Take-rate

e Gross Revenue

e Net Revenue

e Gross Margin

e Contribution
Margins

e EBIT/EBITDA

e Milestones vs.
capital raised

e Strategy roadmap

Board meetings’
minutes

e Cash on hand
e Cash runway

Many of the indicators and data inputs used to manage the portfolio have been, in some way, collected by the
investment team during the investment process. In fact, a lot of information is already in the hands of the fund
manager, so the purpose of this step is to review the overall performance of the company and compare it against

its development plan and forecasts.

It is recommended that the fund manager maintain internal databases about each company’s financial and
operational performance, which will be updated each time the fund manager reviews the performance of
portfolio companies. A summary of such a profile must be included in the quarterly report.
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COMMUNICATION WITH PORTFOLIO COMPANIES

The fund manager should establish a quick but effective communication framework. Meeting agenda, duration
of the meeting, parties involved, frequency of meetings, etc., shall be decided at its own discretion. The fund
manager must make sure that there is enough space between the date of the meeting and the time the
investment team receives the information package from the company to allow for a quick review prior to the
meeting. Below is a sample communication strategy between the fund manager and the portfolio company:

Value Creation Meetings Quick-review Meetings Deep-dive Meetings

Monthly meetings (at Quarterly Meetings (at

Frequency Anytime most) most)

Duration Areasonable tlmgframe Less than 1 hour Less than 3 hours
that ensures efficiency

e Quick summary of

o Events that the Fhe results .achleved
in the previous

entrepreneur must th. Di
resolve within days ;Taoort].lt ‘erIfSoCrLrJTS]Sance e Thorough review of
e Value-add strategies What-ifps recognize ' operational and
that the entrepreneur is ; ' financial indicators
h risks and errors to . S
asking from the fund . S Review of initiatives and
. improve execution in . .
What should it manager the following actions (execution)
be discussed?  « Day-to-day tasks that months. * Review forward-looking
must be resolved e This meeting is not budge'gng and adjust
between the fund accordingly

dth suitable to discuss -
manager an e strategy e Review strategy and

compan . L ise i
N tIO .y q « Main objective: revise if necessary
entoring an detect risks and
coaching

minimize their
impact in time.

Any member appointed by the fund manager, based Flglilevel @eouives snd

Who should . ) supporting staff. Key
o on his/her own framework (analysts, managing .
participate? s VEE S Persons must be available
P ! T for all meetings.
Level of Varies (could be a life-

threatening issue or a High. Sensitive information will be used in the meeting

iR simple day-to-day issue)

Online (Zoom™/ Google Meet™) or In-person (location
to be decided between the parties). It is recommmended
to have visual contact with the management team as
much as possible

WhatsApp™, Slack™, Chat,
email, quick phone call or
online meeting

How should it
be carried out?
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Value Creation Meetings are private sessions between the fund manager and the portfolio company. They are
not meant to replace regular company-wide meetings like board meetings. The purpose of these meetings is to
support the company in reaching its goals (milestones) and manage the investment from a hands-on, day-to-
day perspective. Only the fund manager’'s team and the portfolio company attend these meetings because such
meetings often involve confidential information. The fund manager should make it easy for the company to
provide the required information to avoid the process becoming too demanding, since the company might
spend too much time on preparing materials and other documentation.

ENGAGING WITH PORTFOLIO COMPANIES

Because the fund has a fiduciary duty to its investors (LPs), it must regularly report on how investments are
performing. This process ensures transparency, legal compliance, and efficient communication.

The goal of the reporting process is to provide a clear and standardized way to:
Explain key transactions, events and potential risks that happened during the period.

Minimize LP monitoring costs.
Use a consistent communication channel.

NWN

Stay legally compliant with all disclosures.

Reporting Process Steps What to do

Review what happened during the reporting period both at the company
1. Understand Events level and at the fund level. Understand the financial and operational
impacts

Collect and structure data in one central place. Organize by:

) Fund-level
) Company-level
iii) financial data
) iv) LP capital accounts.

2. Organize information

Use a consistent template (ideally ILPA standard) each quarter. Helps
3. Prepare Report keep reporting clear and reduces confusion or unnecessary questions
from LPs.

A senior executive must review the draft to check accuracy, ensure
4. Review & Approve confidentiality, and make sure the message is clear. Be ready to explain or
defend content.

Distribute the report to LPs. May include personalized sections (like capital
5. Send & Support account statements). Use secure systems or email. Address special LP
needs.

When engaging with portfolio companies, the fund manager must define clear expectations from day one.
Communication protocols should be embedded in the legal documentation—typically in the shareholders’
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agreement—and should outline what information must be shared, how often, and in what format. This may
include quarterly financial statements, key performance indicators (KPIs), board meeting minutes, governance
updates, and material risk disclosures.

The fund manager should complement these formal requirements with an informal but structured engagement
rhythm. This could involve monthly check-ins, in-person or virtual strategy sessions, and ad hoc calls to support
founders/management teams through key moments (e.g., pivots, fundraising, hiring, or market entry). The goal
is to strike a balance between oversight and partnership—where the fund is viewed as a strategic ally, not just a
capital provider.

It is also important to tailor communication practices to the capacity and maturity of each company. Early-stage
startups may need more frequent and practical engagement, while enterprises and companies may benefit from
quarterly board-level discussions. In either case, the fund manager must remain proactive, responsive, and
organized—tracking requests, following up on agreed actions, and documenting major updates. The following
table presents typical forms of communication between fund managers and portfolio companies:

As part of a broader portfolio management strategy, the fund manager should maintain a centralized information
system that aggregates performance data, compliance documents, and key communications for each investee.
This not only improves internal efficiency but also supports downstream reporting to LPs and external
stakeholders.

Finally, commmunication must be grounded in trust, confidentiality, and mutual accountability. Fund managers
should demonstrate discretion, professionalism, and constructive feedback. Likewise, founders/management
teams should be encouraged to communicate early about challenges or setbacks, with confidence that the fund
is there to support—not penalize—them.

PORTFOLIO MANAGEMENT APPROACHES IN PE AND PD

Active post-investment engagement is fundamental to both private equity and private debt strategies. While
venture capital firms often focus on advisory support and ecosystem connections, PE and PD managers must
implement structured portfolio management systems that emphasize risk mitigation, value creation,
compliance, and reporting. The following section outlines how PE and PD fund managers design and execute
portfolio management frameworks that are suited to SME contexts in emerging economies. As defined
throughout this document, this section only highlights elements that differ from traditional venture capital
approach and/or introduces critical considerations necessary for successful transactions.

1.  Key Focus Areas for Private Equity Portfolio Management
a. 100-Day Plan Execution: Developed during due diligence, this short-term roadmap focuses on
immediate value levers (e.g., cash flow stabilization, pricing discipline, quick wins in procurement
or sales channels).
b. Operational Efficiency: PE managers work with portfolio CEOs to reduce SG&A, improve working
capital cycles, and introduce digital tools or ERP systems to enhance process visibility.




CARIBBEAN
IMPACT MANAGER Angel NIIDB \IIDB Invest WIIDB LAt

Governance and Board Engagement: Institutionalized governance is a hallmark of PE ownership.
Fund managers implement board protocols, KPIs, and investor reporting routines. Board seats
allow them to steer key decisions without interfering in day-to-day operations.

Performance Monitoring: Regular review of financial performance against business plan targets.
Leading managers use quarterly dashboards that track KPIs such as revenue growth, EBITDA
margin, ROCE, and cash conversion.

Strategic Talent Recruitment: In many SME contexts, founders/management teams lack a strong
second layer of management. PE firms often support hiring CFOs, COOs, or external advisors to
professionalize operations.

ESG and Compliance Monitoring: Ongoing ESG action plans, especially in DFl-backed funds, are
tracked against baseline assessments, with escalation mechanisms for non-compliance.
Incentive Alignment: Design and implement long-term incentive plans (LTIPs) for management
tied to exit outcomes or EBITDA growth targets.

Exit Readiness Checklists: Introduce early tracking of exit preconditions such as audited
statements, clean cap tables, or key-man insurance to accelerate divestment options later.
Reinvestment or Follow-on Capital Plans: Review the need and justification for follow-on equity
injections based on milestone achievement and use of funds tracking.

2. Key focus areas for Private Debt Portfolio Management

a.

Repayment Tracking: A dedicated credit monitoring team tracks amortization schedules,
interest payments, and principal repayments. Missed payments trigger escalation protocols.
Covenant Monitoring: Borrowers are required to report quarterly compliance with DSCR,
leverage ratios, and other covenants. Breaches may trigger renegotiations or pre-emptive
restructuring discussions.

Portfolio-Level Risk Dashboards: Fund managers consolidate borrower-level indicators into a
fund-wide exposure matrix, tracking metrics like average DSCR, sector exposure, LTV
distributions, and default probability models.

Site Visits and Borrower Contact: Especially in SME lending, regular site visits and relationship
management ensure transparency and support. Lenders often take an advisory tone, balancing
enforcement with borrower sustainability.

Collateral Surveillance: In secured loans, asset values are reviewed periodically, particularly for
long-term or volatile collateral (e.g., real estate, receivables). Lenders track registration status and
insurance coverage.

ESG Monitoring: Debt funds implement ESG performance frameworks aligned with their loan
agreements, especially when tied to interest rate step-downs or performance-linked covenants.
Early Warning Indicators (EWIs): Monitor red flags such as declining revenue, inventory build-
ups, or delayed financial reporting as predictive signs of financial stress.

Watchlist Classification: Assign borrowers to internal tiers (e.g., Normal / Watchlist / At Risk) with
protocols for frequency of contact, site visits, and senior review.

Restructuring Playbooks: Prepare predefined strategies for loan rescheduling, collateral
substitution, or interest-only periods in case of covenant breaches.

Performance-Linked Pricing: Implement interest rate step-downs or step-ups based on ESG or
financial KPIs to reward or penalize borrower performance.
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k. Shared Borrower Risk Pools: For funds operating regionally, create shared borrower databases or
credit risk analytics to identify multi-borrower exposure or sector correlation.

CREATING VALUE
FOR PORTFOLIO COMPANIES

The fund manager must develop and create its value-add framework, taking into consideration i) how his/her
investment thesis will benefit from such strategies, ii) the resources (both tangible and intangible) needed to
complete those strategies, iii) the amount of time it is required to execute those initiatives, iv) how his/her efforts
correlate to the stage of the company (initiatives that the company today needs the most), and iv) the overall
cost-benefit behind those strategies.

To have a successful portfolio, the fund manager will play a key role in developing the right value-drivers to
increase its overall performance. It is expected then that these initiatives will serve the primary purpose of helping
portfolio companies achieve whatever they described in the due diligence stage and their overall growth map
(thisis a reason the due diligence stage of the investment process is a key step). The following framework contains
the minimum criteria that the fund manager must consider when developing its framework:

ALUE-ADD REPORTING FRAMEWORK

The first step in value creation is to establish a collaborative post-investment onboarding process. Immediately
following the closing of the investment, the fund should organize a session with the founding team to align on
key short-term priorities, board governance protocols, reporting expectations, and potential areas for fund
support. This stage sets the tone for the investor-entrepreneur relationship and allows the fund to identify gaps
early.

One of the most effective ways a fund manager can support a portfolio company is by securing a Board seat. This
role offers direct influence on strategy, culture, and decision-making. Since strong governance is critical to long-
term success, the fund should negotiate governance rights that allow it to promote alignment between
management, shareholders, and the fund'’s interests. A Board seat becomes a core part of the fund's value
creation strategy, allowing the manager to introduce structure, accountability, and leadership support
throughout the company’s lifecycle.

Next, the fund manager should deploy targeted interventions in specific value-creation domains, such as:

1. Governance and Board Development: Supporting the formalization of board meetings, creation of
advisory committees, or implementation of founder/management team vesting and succession plans.

2. Financial Discipline: Assisting with financial planning, cash flow, internal controls, and audit readiness.

3. Organizational Capacity: Helping startups recruit key talent, formalize HR systems, or design incentive
structures.

4. Market Access and Partnerships: Facilitating customer introductions, B2B partnerships, export
pathways, or corporate pilot programs.

5. Follow-On Fundraising: Supporting investor readiness, pitch preparation, and syndication strategy.
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KEY LEVERS FOR VALUE CREATION

To support portfolio companies, the fund manager should use the following tools at the right time:

ooNWN

Executive access: Tap into top-tier leadership talent when upgrades are needed.
Corporate governance: Implement best practices based on the fund's policies.
Retention incentives: Help structure motivation plans for management teams.
Operational leverage: Assist in creating economies of scale across the business.
Regional expansion: Identify when a company should grow beyond its home market.

To maximize outcomes, the fund should help its companies progress through the following growth phases:

FUND’S GROWTH FRAMEWORK]

Fund managers should also recognize that value creation is context-specific. Not every company requires the

same level or type of support. Some founders/management teams are highly self-sufficient; others benefit from

more structured engagement. The fund manager must remain adaptable, listening closely to the needs of the

founder/management team and tailoring support accordingly.

Finally, the impact of value creation should be tracked and documented. This may be through regular progress

check-ins, board updates, or outcome metrics tied to the fund's impact strategy or ESG framework. Where

relevant, value creation outcomes can be shared with LPs to demonstrate the fund’s non-financial contribution

to portfolio success.

TIPS AND RECOMMENDATIONS

Start early. Begin value-creation planning immediately after the investment closes. Early wins build trust
and momentum.

Do not spread your support too thin. Focus on a few areas where your fund has real expertise or
networks. Quality beats quantity.

Use governance structures as leverage. A well-run board or monthly investor update is often the most
efficient channel for sharing strategic input and tracking progress.

Offer value, not intrusion (VC-only). Respect founder/management team autonomy. Position your
input as support—not supervision. Hands-on involvement comes only in critical cases where the
company might steer away from good corporate governance, or certain risks that are likely to materialize
and will most likely damage investment performance.

Tailor the approach to company stage and maturity (VC-only). Seed-stage startups may need
operational support; later-stage companies may need strategic guidance or investor introductions.
Leverage your ecosystem (VC-only). LPs, advisors, and co-investors may have complementary
capabilities. Activate your network for talent, partnerships, or co-investment support.

Track and showcase outcomes (VC-only). Use KPIs to measure the impact of your interventions—
whether it is revenue growth, governance upgrades, or successful follow-on rounds.

Integrate value creation into your portfolio review process. Treat value creation as a strategic function,
not as a favor.
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10.

1.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

Co-create a post-investment roadmap with the founder/management teams. Within the first 30 days
post-investment, align on 3-5 strategic priorities (or implement the 100-day plan for PE investments). This
gives structure to your involvement and helps the company focus on what matters most.

Set clear expectations around board participation. Define early how often you will meet, what decisions
require investor consent, and how governance will evolve as the company scales.

Use OKRs (Objectives and Key Results) to track progress. OKRs are lightweight but effective tools for
aligning teams around measurable goals. You can encourage (but not enforce) founders/management
teams to adopt them.

Help companies prepare for follow-on rounds from day one (VC-only). Share expectations on what
metrics, documentation, and traction are needed to execute expected exit avenues. Many
founders/management teams underestimate (or overlook) this.

Encourage founders/management teams to build internal dashboards. Support them in identifying
and tracking 5-10 critical KPlIs. This improves decision-making and makes future reporting to investors
more efficient.

Map each company’s needs to your internal or external networks (VC-only). Create a “value-creation
matrix” that identifies which advisors, LPs, or mentors can support each startup based on gaps you
uncover.

Enable peer learning among portfolio companies (VC-only). Host periodic founder/management
roundtables or thematic workshops on shared challenges—such as fundraising, hiring, operational
efficiency, or customer acquisition.

Document your interventions and their impact. Keep a simple log of when and how your team
provided support. This helps for internal accountability, future fund marketing, and LP reporting.
Introduce ESG as a value-enhancer, not a compliance burden. Help companies view environmental,
social, and governance practices as enablers of resilience and future capital access—not just checkboxes.
Encourage startups/companies/projects to track soft metrics, not just financials. Customer
satisfaction, employee engagement, and user retention often precede financial improvement. Support
founders/management teams in identifying these signals.

Support the professionalization of internal systems. Introduce tools or processes for HR, accounting,
customer tracking, and board documentation. These are small but transformative over time.

Coach on investor communication and narrative. Collaborate with founders/management teams to
refine how they tell their story—especially when preparing for follow-on rounds or investor updates.
Keep value creation founder-led (VC-only). Always ask: “What support would be most useful right
now?" This centers the process around the entrepreneur’s needs—not the fund’s assumptions.

Design value-creation activities with exit-readiness in mind. Whether the exit is 3 or 7 years away,
support that builds internal maturity and clean governance will pay off during diligence and negotiations.
Recognize that doing less, better, often yields more (VC-only). Targeted, founder/management team-
specific support is more effective than generic support programs. Treat each company as a unique
engagement.
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REPORTING MECHANISMS

NAVIGATING LP INFORMATION REQUESTS

As part of their fiduciary duties, fund managers are expected to maintain transparency and accountability toward
their Limited Partners (LPs). However, in practice, particularly for first-time private capital funds, LP information
requests can become overwhelming—both in volume and in complexity. This dynamic is especially pronounced
when funds include development finance institutions (DFls), public agencies, or multilaterals as investors, as
these actors often operate under strict internal reporting mandates that may not align with the realities of small
private capital funds. Recognize that each additional institutional investor subscribed to the fund incurs an
associated operating cost, which, in very rare cases, may marginally decrease as the fund grows larger.

To manage this effectively, fund managers should apply a materiality filter when reviewing LP requests. Not all
data is equally critical. The fund manager should focus on reporting information that directly impacts fund
performance, governance, or regulatory compliance. Where requests are excessively detailed or operationally
burdensome, it is appropriate—and often advisable—to provide a structured response explaining what can
reasonably be disclosed, and why certain information may not be feasible or relevant at the fund'’s current stage.

One of the most important techniques is to consolidate reporting requirements into a single, standardized
framework that can be shared with all portfolio companies. Rather than sending multiple ad hoc data requests,
the fund manager should design a quarterly reporting template that addresses both the fund’s internal
monitoring needs and anticipated LP reporting obligations. This protects the relationship with management
teams while ensuring consistent data flow for fund-level analysis.

Proactive report design is another critical strategy for managing LP information needs efficiently. It is
recommended that Fund managers engage LPs early in the fund's lifecycle to co-design quarterly report
templates and solicit feedback on content and format. This collaborative approach ensures standardized reports
address most LPs' information requirements from the outset. By incorporating LP input during the design phase,
fund managers can significantly reduce the frequency and scope of ad-hoc requests that might otherwise
emerge throughout the fund's lifecycle. A comprehensive, well-designed quarterly report that anticipates LP
needs not only demonstrates professional fund management but also creates efficient reporting flows that
protect the team from constant requests and alterations.

Fund managers are also encouraged to take a “negotiated transparency” approach when engaging with LPs.
During side letter discussions or advisory committee meetings, it is acceptable to propose limitations or tiered
timelines for certain categories of data, particularly where portfolio companies are at early or pre-revenue stages.
LPs often appreciate clear communication about what is achievable, and most will respond positively to a well-
reasoned justification for delaying or aggregating certain disclosures.

When sensitive company-level data is requested, fund managers should consider offering anonymized or
aggregated data sets as a default, unless otherwise required by the limited partnership agreement. If granular
data is requested, it is entirely appropriate to ask LPs to sign a one-way confidentiality agreement to protect the
privacy of third parties. Protecting the confidentiality and trust of management teams is part of the fund's long-
term value creation role and should not be compromised lightly.
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Finally, fund managers should remember that they are not back-office service providers, but fiduciaries
responsible for capital allocation, portfolio construction, and long-term performance. Time and bandwidth are
finite. Maintaining professionalism includes managing expectations—not only with portfolio companies, but also
with LPs. Advisory committee members can be useful allies in this regard. They can reinforce realistic boundaries
and help filter requests that fall outside the scope of standard fund practice.

A well-governed fund is one that communicates transparently, protects founder/management team
relationships, and fulfills LP expectations without compromising strategic focus. Managing information flow
effectively is not just an administrative task; it is a core part of institutional fund management.

THE BUSINESS REVIEW REPORT

The first step in building an effective reporting framework is to distinguish between internal reporting needs (for
fund operations and decision-making) and external reporting obligations (primarily to LPs). While there will be
overlap, each serves a different purpose and may require different formats, frequencies, and levels of detail.

At a minimum, the fund should produce the following recurring reports:
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Layout Frequency
Summary Quarterly with
Letter each package,
unaudited
gaance 25V
Sheet
annually
Schedule of Qua.rterly,
audited
Investments
annually
Statement Quarterly,
of audited
Operations annually
Statement Quarterly,
of Cash audited
Flows annually
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Contents

Discussion of key drivers of activity and performance during the
quarter that bridges the activity between the two period ends.
Summary of capital activity (cash flows) and transactions pending or
closed, including successful exits.

Explanation of extraordinary moments.

Discussion of material events in portfolio companies that would
impact the fund as a whole

Summary of any material risks including:

Concentration risk at fund level.

Foreign exchange risk at fund level.

Leverage risk (if applicable) at fund level.

Realization risk at fund level & ESG risks at fund level.

Current period vs. prior period end columns.

Inclusion of receivables and payables to affiliates (such as investment
advisors, for example).

Inclusion of investments at cost and fair value.

Inclusion of fund-level debt.

Full detail on unrealized investments. If possible, provided at legal-
entity level (not LP share).

Name of the investment, including debt and equity positions on
separate amounts. Additionally, it must include the number of shares
held by the fund, fund ownership % (fully diluted).

For each investment, the Schedule should include total commmitted
amount to investment, total invested (historical cost), current cost,
reported value and realized proceeds.

It is important to note that all amounts described in this section
should be in accordance with IFRS or GAAP requirements.

Information should include current period, year-to-date and since
inception cohorts.

Breakout of investment income, with a separation between portfolio
interest from convertible debentures and/or dividends.

Breakout of expenses, detailing its individual components, such as
management fees, broken deal fees, advisory/director frees,
monitoring fees, etc.

Net operation gain/loss.

Breakout of gains/(losses) on investments, including a distinction
between realized/unrealized gain/loss. It is important to distinguish
the F/X variability independently.

Describe current period, year-to-date and since inception
information.

Breakout of cash flows from operating activities, investing activities
and financing activities.
Describe cash and cash equivalents.
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Summary
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updated
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This statement should encompass the necessary components for an
LP to assess the value of its investment as well as reconcile the
proper allocation of flows across the relevant periods.

Current period, year-to-date and since inception information
Breakout of the total fund by LP, fund manager, and total fund
Bridge the prior net asset value to the current net asset value, and
discuss any adjustments made prior to the beginning balance, if
needed

It should also include fund manager balances, accrued carried
interest should the partnership liquidate

Breakout of contributions and distributions for the relevant period,
including changes in partner’s capital resulting from operations
Commitments of LP, fund manager, and total fund, indicating any
adjustment due to expired capital, write-offs, adjustments, etc.
Schedule of changes of individual unfunded commitment.

Describe all the footnotes that accompany any of the financial
statements (including the Capital Account Statement). The following
is a list that includes some examples:

Organization and fund details (formation, termination, extensions,
commitment period, etc.).

Significant accounting principles

Partners’ Capital (breakdown)

Management Fee and other fees breakdown

Related parties and other transactions

Financial highlights (IRRs and other fund-level financial performance
indicators)

Carry details

Advisory board

Subsequent events

Firm data (AUM, active funds, active portfolio companies)

Fund-level data (total commitments, drawdowns since inception,
remaining commitments, number of investments since inception,
total distributions - including total drawdown percentages and total
committed capital —

Key valuation metrics, including IRR, TVPI, RVPI, DPI, PIC indicators
Historical fund performance (over TVPI or Net IRR over time)
Portfolio breakdown by industry and region
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e Company overview: company description and headquarters,
acquisition details (investment date, multiples, equity breakdown,
acquisition thesis), current metrics (revenue, EBITDA, debt, CAGR,
MOIC/TVPI, IRR, DPI, and a company assessment thermometer).

e Financial tables (investment structure, capitalization table, financial
results, etc.).

o Recent events and key initiatives (staffing changes, key

Portfolio . | " ni - : ey
Company Quarterly eve ODTner; s, covenant issues, achievements, certifications,
Update approvals, etc.).

e Valuation bridge: how does value add being created in a portfolio
company over time (increase in EBITDA, multiples, or debt payback),
valuation methodology and assumptions, including a list of
comparable companies, if applicable.

o Risk assessment update: a qualitative discussion of any material
changes in risk factors (foreign exchange, leverage, strategy,
reputation, ESG issues, etc.).

Each report should be prepared using a standardized template that aligns with the fund’s governing documents
and LP agreements. Templates should include clearly defined sections, explanations of key terms, and consistent
formatting across periods.

The proposed layout of the Business Review Report should contain the following outline:

BUSINESS REVIEW REPOR

On the portfolio level, the fund manager should collect a standardized set of data from each company on a
quarterly basis. This may include financial performance (e.g., revenue, burn rate, cash runway), operational KPlIs,
headcount, major developments, and any red flags. The fund manager is responsible for aggregating and
validating this data and ensuring that it reflects the actual conditions on the ground.

Where portfolio companies are not able to report fully or on time, the fund manager must document the reason
and provide a narrative update based on available information. LPs generally appreciate transparency over
completeness—delays or gaps should be explained, not concealed.

Where possible, fund managers are encouraged to use data dashboards or portfolio management tools to reduce
the manual burden of reporting and improve data visualization. These tools also help detect portfolio-wide
trends, such as common risk factors or early signs of distress and can be used to inform IC discussions or investor
communications.

The timeline to prepare the documentation should follow the guidelines established in the fund’'s bylaws. A
typical timeframe that most funds use to deliver a report is up to 60 days (at most) after the quarter ends. The
fund manager should then prepare itself to accommodate all necessary steps using the proposed timeline below:
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REPORTING TIMELINE FRAMEWORK

Finally, the reporting framework should include a confidentiality protocol. Company-level data that is
commercially sensitive should only be shared externally in aggregated or anonymized form, unless prior consent
has been obtained. LPs who require more granular disclosures may be asked to sign a confidentiality agreement,
in accordance with the fund’s governing documents.

ESG
RISK MANAGEMENT

Environmental, social, and governance (ESG) risk management has become an essential part of
modern fund management, not only to meet LP expectations but to ensure long-term portfolio
performance and resilience.

Fund managers that integrate ESG and environmental and social (E&S) risk considerations can:

¢ Select better investments with fewer liabilities and more upside.

¢ Improve operational performance of portfolio companies.

¢ Enhance exit readiness and valuation by reducing risk profiles.

e Future-proof their portfolios against climate change, social volatility, and regulatory shifts.
e Strengthen trust with investors, communities, and regulators.

¢ Unlock access to blended finance and ESG-linked capital.

E&S risk management not only improves the quality and sustainability of investments but also helps
prevent reputational, legal, regulatory, and financial risks. For funds operating in emerging markets—
including in the Caribbean—this is particularly important. Climate vulnerability, social inequality, land
tenure risks, and weak regulatory enforcement can expose portfolios to a wide range of material risks
if not properly managed.

To navigate these risks and unlock value, funds need a structured approach. The IFC Performance
Standards offer an internationally recognized framework for assessing and managing ESG and E&S
risks, widely used by leading investors worldwide.

Performance Key Focus Area
Standard
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PSI Assessment and management of environmental and social risks and impacts
(ESMS design, stakeholder engagement)

PS2 Labor and working conditions (non-discrimination, occupational health and
safety, grievance mechanisms)

PS3 Resource efficiency and pollution prevention (energy, water, GHG emissions,
waste)

PS4 Community health, safety, and security (road safety, hazardous materials,

security forces)

PS5 Land acquisition and involuntary resettlement (displacement, livelihood
restoration)

PS6 Biodiversity and ecosystem services (protected areas, critical habitats, supply
chain risks)

PS7 Indigenous peoples (free, prior, informed consent; cultural identity)

PS8 Cultural heritage (physical and intangible cultural resources)

Applying the Performance Standards effectively requires integration into the fund’'s day-to-day
operations through a practical, scalable system. This system is referred to as an Environmental and
Social Management System (ESMS), which forms the backbone of a fund's ESG strategy. It is a
structured approach that enables the fund to systematically identify, assess, mitigate, and monitor
ESG and E&S risks and opportunities across its portfolio.

A strong ESMS includes:

e Policy: A formal statement of ESG/E&S principles and objectives.

e Procedures: Steps for screening, due diligence, monitoring, and reporting.

¢ Roles and Responsibilities: Clear designation of ESG oversight (internal or outsourced).
e Tools: Checklists, templates, risk categorization guides, action plan templates.

¢ Training: Capacity-building for investment officers, portfolio managers, and investees.

¢ Reporting System: Standardized format for tracking ESG performance and incidents.

Investment Stage Initiatives to integrate E&S issues

Screening

e Use a screening checklist to spot high-level E&S risks like environmental
Objective: Identify pollution, child labor, or commmunity opposition.
SEVeE EAG e e Apply an exclusion list (e.g., weapons, tobacco, illegal logging, coal-fired power)

. aligned with international finance standards.
flags early, filter
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out non-
compliant sectors
or activities and
define the extent
of the
environmental
and social due
diligence.

Due diligence

Objective:
Understand and
evaluate material
E&S risks and
opportunities
associated with
the investment.

Investment
decision

Objective: Ensure
ESG/E&S risks and
mitigation plans
are factored into
investment
approvals.

Negotiation and
Term Sheet sign-
off

Objective: Secure
formal
commitments
from the portfolio
company to

Angel NIIDB  \JIDB Invest \3IDB|LAE

Conduct initial E&S categorization (e.g., Category A/B/C or High/Medium/Low
risk) based on sector, project status (green/brownfields, geography (proximity to
protected areas), and company size.

Allocate resources for ESG due diligence (consultants, site visits, stakeholder

meetings).
Use tools aligned with IFC PS, FMO toolkit, CDC ESG Toolkit, or SASB
standards to assess:

Pollution and resource use

Waste management

Labor rights and safety practices

Climate risks and physical vulnerability

Regulatory compliance gaps

000 T

Stakeholder concerns or disputes

Document findings and create a corrective action plan with time-bound
milestones.

Include ESG findings in the Investment Committee memorandum.
Evaluate whether ESG risks are priced into the valuation or require structural

adjustments (e.g., insurance, covenants).

Discuss ESG strategy with company management to assess commitment and
readiness

Include ESG clauses in shareholder agreements and term sheets (e.g., reporting

obligations, right to audit).

Require a 100-day E&S Action Plan to address priority issues post-closing.
Develop a 3-5-year ESG roadmap aligned with the company’s growth plan.
Use ESG legal templates from IFC or DFI toolkits
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address ESG/E&S
risks.

Value-add

strategies
9 e Collaborate with companies to design tailored ESG programs (e.g., energy audits,

gender strategies, reforestation).

Objective: Build .
e Use board seats to ensure ESG KPIs are tracked and discussed.

ESG value, not

just reduce risk e Facilitate peer learning and share ESG consultants, tools, or playbooks across

the portfolio.

Portfolio
monitoring

Objective: Track
¢ Define portfolio-wide and company-specific ESG indicators.

ESG progress and . L - ) )
e Conduct site visits, stakeholder interviews, and document reviews.

ensure compcmies

remain aligned e Track ESG incidents, complaints, and regulatory violations.

with policy and e Ensure ESG is a standing board agenda item at portfolio companies

commitments.

Reporting

Objective: e Agree with companies on reporting frequency (e.g., semi-annually or annually).
Communicate e Report E&S risk identification and mitigation measures in portfolio companies
ESG performance e Use recognized frameworks (e.g., IRIS+, TCFD, GRI) to structure disclosures.

to LPs, regulators, e Report positive impacts (jobs created, emissions reduced) and mitigated risks.
and internal e Summarize ESG outcomes in exit documentation and fund reporting cycles.
decision

As mentioned, the UN Principles for Responsible Investment (UNPRI) offer some guidance through key principles
that can be adopted and adapted for use in ESG policy:
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UN Responsible Investment

Principles
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How You Can Adopt this Principle

We will incorporate ESG
issues into investment
analysis and decision-

making processes

We will be active owners and
incorporate ESG issues into
our ownership policies and
practices

We will seek appropriate
disclosure on ESG issues by
the entities in which we
invest

We will promote acceptance
and implementation of the
principles within the
investment community

We will work together to
enhance the effectiveness in
implementing the principles

We will each report on our
activities towards
implementing the principles

Devise your own triple bottom-line methodology (“TBLM") that
promotes multi-level assessment analysis at the pre-investment,
negotiation, and post-investment stages

Adopt ESG issues into your procedures, monitored quarterly and
reported quarterly and annually to your Limited Partners

Construct a business review methodology as part of its TBLM that
discovers and investigates potential ESG issues before investing,
ensuring that the Firm minimizes the impact of reputational and
financial risks upon investment.

Become a part of the UNPRI. Additionally, implement a customized
version of the International Finance Corporation’'s ESG Performance
Standards to create a comprehensive framework that affects all
stakeholders, including partners, employees, investors, and portfolio
companies.

Develop a legal framework upon which portfolio companies are
required to comply with such ESG policy as a condition of
investment, promoting the implementation of ESG management
throughout the organization

Become an active member of the UNPRI, attending workshops,
conferences, webinars and completing annual reports.

Report on your ESG activities, that include both internal initiatives, as
well as those established and carried out by portfolio companies
exclusively on an annual basis.

If you are unsure whether some conclusions of your analysis demonstrate the potential positive (or negative)
impact of an investment opportunity from an ESG perspective, ask yourself the following questions and articulate
whether the cumulative answers still support your findings:
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Before an investment can credibly pursue positive development outcomes, it must first address its potential risks.
Environmental, Social, and Governance (ESQ) risks refer to the potential negative effects an investment might
have on people and the environment. Identifying and mitigating these risks across the portfolio is a foundational
step—essential to ensuring that investments do no harm.

Once ESG risks are managed, the focus can shift toward impact—defined as the intentional, material, and
measurable positive changes that result from an investment. These impacts go beyond risk avoidance; they
represent tangible contributions to sustainable finance, such as improved access to clean energy, education, or
healthcare.

In essence, ESG is about safeguarding against harm, while impact is about actively creating good. Both are
necessary, but they serve distinct purposes in the investment process.

IMPACT
MEASUREMENT AND MANAGEMENT

Impact measurement and management (IMM) of investments is becoming an essential part of fund
management. The industry is experiencing a surge of investor interest in impact over the past few years. As this
appetite continues to grow and more investors adopt the impact label, it is increasingly important to have a
common understanding of what it means to invest for impact.

Demonstrating positive impacts and being able to quantify them allows asset managers to attract capital from
institutional investors and demonstrate their contribution to the global development challenges. It promotes
transparency and accountability as it helps demonstrate that the funds are delivering on their promises. Equally
important, measuring and monitoring impact allows fund managers to identify unintended consequences that
can be costly and to address them before they escalate, and to learn from past experience to improve future
investment design. Impact Measurement Management is a learning-by-doing process. Investors may not be
able to fully incorporate impact considerations in all the stages of the investment cycle right away, but there is
always a starting point that can be improved in subsequent investment cycles'.

There is no perfect recipe for how to manage the impact of investments. Investors, fund managers, companies,
and so on, come at this issue from different perspectives, with different capacities, missions, return expectations,
instruments and priorities. Nevertheless, there is a global consensus around the main principles for investors to
consider when developing an impact management approach.

In this sense, impact management can be thought as a sequence. First comes strategic intent: what is the social
objective that an investor wants to achieve. For example, a fund may aim to finance women-led companies to
meet gender equality objectives or renewable energy projects to contribute to global climate goals. Then, an

! For a complete guide on how impact is integrated along the invest cycle, please visit the Operating Principles for Impact
Management.
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investor must decide what success looks like and define clear targets for how he aims to reach such objectives.
Here, it's useful to keep in mind the saying “you can't manage what you can’'t measure”: if an investor does not
set targets and track progress against indicators, he does not have a way to know if he is reaching the intended
objectives and therefore, cannot use this information to make informed decisions. Impact management means
having rigorous tools and practices in place to help investors to select the right investments, structure them, and
actively monitor their portfolio to continually learn, improve, and intervene if things get off track.

A. MESURING AND MANAGING IMPACT ALONG THE INVESTMENT CYCLE

Strategy

Impact investment starts by defining an impact strategy which will set the impact goals that investors want to
achieve through their investments. An impact strategy articulates the change investors aim to achieve through
their investments, and as such they are the cornerstone of an impact framework. An impact strategy must be
aligned one-on-one with the investment thesis of the fund, in such a way that by investing according to their
investment thesis, the fund manager can ensure the realization of the expected impacts as delineated in the
impact strategy. Defining an impact strategy also requires identifying ex-ante the metrics that will help the fund
manager to track progress towards the impact goals. This will also help to define ex-ante how the fund will
contribute to broader societal goals, like the Sustainable Development Goals.

Investment Phase

During deal screening, alignment or contribution of deals to the impact strategy must be at the center of the
decision-making process. Evaluating the impact of deals ex-ante can guide fund managers to take investment
decisions and to balance their portfolio in terms of returns an impact. Embedding impact in the investment
phase requires assessing the contribution of each potential deal to the fund's impact strategy. There are many
ways on which impact can be assessed ex-ante, but ideally this assessment must (i) identify the impacts expected
from carrying out the investment, (ii) the beneficiaries, (ii) the scale of the impact, and (iv) the contribution of the
fund'’s support to the realization of those impacts. Lastly, the fund manager may also identify the potential risks
that can hinder the investment to achieve its expected outcome. The “Five Dimensions of Impact” provides a

practical framework to conduct this assessment.

The Five Dimensions of Impact

O

=+ A

WHAT outcome(s) WHO experiences HOW MUCH of the What is the What is the RISK to
does the effect drive, the outcome and outcome occurs? ENTERPRISE people and planet
and how important how underserved are Does it happen at CONTRIBUTION to that the impact

are they to the they in relation to the scale and/or drive what would likely does not occur as
people (or planet) outcome? the outcome deeply? happen anyway? expected?
experiencing it? Does it last for a long

time?



https://impactfrontiers.org/norms/five-dimensions-of-impact/

CARIBBEAN
IMPACT MANAGER Angel DB  \JIDB Invest &IIDB LAt

In this phase, the fund manager must also select from the KPIs defined in their impact strategy, so they can
measure the intended impact of the specific investment. Using standardized metrics - like HIPSO, is ideal as it
facilitates comparison between deals and with the industry. At this stage, a decision should be taken on the
frequency with which KPIs will be measured and impact will be monitored

Monitoring Impact

Once investments are carried out, the fund manager will keep track of the progress each investment makes
towards its expected impact. This involves the collection of data to monitor the performance of the chosen
impact metrics, to verify if the investment is on track to achieve the expected outcomes; and if not, to identify
corrective actions that could help the investment get back on track. Impact monitoring is key and the basis of an
impact framework. It promotes transparency, allowing the fund manager to inform different stakeholders about
the impact achieved, and it provides learnings for future decision making and resources reallocation.

Assessing Impact at Exit

During exit, investments must be assessed on the impact achieved for the last time; but also fund managers
must consider assessing whether the impact achieved is expected to be maintained or will fade after exiting the
investment. At this stage, there is virtually no action that can be carried out for the impact achieved to be
maintained after an investment exits the fund. Instead, a fund manager may want to plan ahead and support the
companies/projects when they are in the portfolio, to build the necessary capacities that could lead the
investment to sustain the impact achieved beyond exit.

Additionally, managing impact at this stage also requires documenting and processing learnings from the
investment exits. These learnings, absorbed in a systematized way, can inform future investment decisions,
reallocate financial resources and help improving the impact strategy for the next investment cycle.

B. IMM KEY ELEMENTS

Some key elements that a fund manager must consider when measuring and managing impact are:

It is important to have a coherent end-to-end approach. It is impossible to measure what was not originated
with a sound investment thesis. Impact objectives must be clear since the beginning and the right indicators to
measure outcomes and monitor them consistently must be selected and agreed upon.

Less is more when it comes to indicators, and using standardized indicators - like the HIPSO indicators, is key.
Related to this, the Sustainable Development Goals have become a roadmap for impact measurement and
management. In this sense, aligning investments with specific SDGCs, and tracking how investments contribute
to individual SDG targets, is a way to capture and communicate an investors’ contribution towards meeting these
global targets.

Rigorousness and flexibility. And impact frameworks must be rigorous, predictable, and flexible enough to be
consistently applied to different types of investments.
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Focus on learning, not only on accountability. Accountability and transparency, particularly in a moment when

“impact washing” is a risk, is a key reason for monitoring and evaluating results. However, it is equally important

to learn from what we measure. This is key if a fund manager wants to adopt a continuous improvement

approach and get better and better in investing on what really have an impact. The investment in monitoring

and reporting pays off only when it is processed into actionable knowledge that can be shared to better target

deals, transform markets and industries as well as to catalyze more impact investment where it is needed most.

IMPACT INVESTMENT GUIDE QUESTIONS

Key tips to ensure complete understanding:

Always understand whether the result is an enhancing effect (increases a positive outcome), or a
protective effect (decreases a negative outcome).

When measuring impact, understand how “deep” the impact actually is and if the cost associated with
such impact has a net-positive effect (meaning, it does not adversely affect the unit economics of the
company).

There needs to be a “before” and an “after” reporting to assess an actual impact, and the consequences
of such feature/business model must be clearly explained in both timeframes.

TIPS AND RECOMMENDATIONS

10.

.

Set expectations early and in writing. Reference reporting frequency, format, and deadlines in the legal
documentation and reinforce during onboarding.

Create a founder/management team onboarding packet. Include reporting templates,
communications expectations, and key fund contacts. Make it easy for management teams to know
what is expected.

Do not rely solely on formal reporting. Build informal touchpoints into your process—these are often
where the most valuable insights surface.

Establish a shared language of KPIs. Co-define core metrics according to the fund's impact strategy
that both the company and fund care about. This focuses conversations and avoids reporting fatigue.
Be flexible, but disciplined. Adapt communications to company size and stage, but ensure no portfolio
company falls below the fund's minimum engagement threshold.

Track and log key communications. Use a CRM, Notion™ board, or portfolio dashboard to record
updates, red flags, or action items.

Show up during challenging times. Be present and available when companies are struggling—it
strengthens trust and often reveals how you can create real value.

Use data to spot portfolio-wide trends. Aggregated updates across companies can inform internal
strategy, LP reporting, or post-investment support programs.

Develop templates early and test them with friendly LPs. This ensures alignment and allows time to
adjust before formal reporting deadlines.

Create a reporting calendar and share it with LPs. Transparency on timelines reduces follow-up
requests and builds trust.
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12. Use portfolio company check-ins to validate reported data. Numbers without context can be
misleading—use narrative updates to provide clarity.

13. Balance granularity with readability. LPs want clear insights, not spreadsheets full of unstructured data.
Use visuals, summaries, and commentary.

14. Be proactive in communicating bad news. Delays, underperformance, or governance issues should be
reported promptly and framed with proposed mitigation strategies.

15. Centralize all reports in a shared archive. Maintain a clean record of all LP communications, audit trails,
and historical performance snapshots.

16. Schedule at least annual (preferably bi-annual) LP meeting or webinar. Use this opportunity to walk
investors through fund performance, strategy updates, and lessons learned.

EXITING FROM
PORTFOLIO COMPANIES

Private capital exit pathways are driven by liquidity events that allow investors to monetize equity stakes or
debentures in high-growth/promising companies. In private equity and private debt, exits are often planned
around cash flow profiles and contractual repayment, while VC exits are inherently uncertain and depend heavily
on market timing, acquisition appetite, and founder/management team alignment.

In the Caribbean and other emerging ecosystems, limited capital markets and smaller pools of strategic buyers
can lengthen exit timelines. Nonetheless, venture exits are increasingly viable as regional ecosystems mature,
cross-border M&A intensifies, and startups expand into scale-up phases.

In order to maximize returns, the fund manager must consider a series of exit pathways that are able to transform
equity positions into cash, which is the de facto form of investment returns that LPs will typically require
managers to execute:

When it comes to PE and PD, each asset class requires a distinct exit logic. Venture capital prioritizes liquidity
through strategic sales or public listings, often in volatile environments with uncertain timelines. Private equity
emphasizes operational readiness and maximizing value through strategic or secondary exits. Private debt,
meanwhile, hinges on repayment or recovery through enforceable agreements and collateral. Fund managers
must tailor their post-investment strategy accordingly—balancing opportunistic timing with structured
enforcement.

EXIT STRATEGIES INVENTURE CAPITAL

1. Trade Sale (M&A by a strategic buyer): The most common and reliable exit channel for VC investors.
This involves the acquisition of the startup by a larger company seeking to absorb innovation, technology,
or market share. For fund managers, these exits offer liquidity and reputational validation. Strategic sales
often follow a period of exponential growth and typically happen 5-8 years after initial investment.

2. Secondary Sale (to another investor): venture funds may sell their stake to other investors, including
late-stage funds, growth equity funds, or corporate investors. These exits offer partial or early liquidity and
are common when the startup is not yet ready for IPO or strategic sale, but has scaled significantly.
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3. Initial Public Offering (IPO): Less frequent in emerging markets due to size and listing hurdles, but still
a key aspirational exit path. Dual listings or listing on international exchanges (e.g., TSX, Nasdaq) may be
pursued for better liquidity. IPOs offer premium valuations but require significant preparation and
governance. Additionally, there are certain covenants and provisions that might “lock” the manager from
generating liquidity from the exit in the short-term post-IPO.

4. Founder/Management Buyback: An unusual (and sometimes not profitable) pathway, where founding
team members may buy out early investors to consolidate ownership, especially if new strategic investors
enter or if cash flows become positive.

5. Acqui-hire or Asset Sale: In less successful outcomes, teams may be acquired for talent or the IP/assets
may be sold off. While not ideal, these can still offer partial capital recovery.

EXIT STRATEGIES IN PRIVATE EQUITY

1. Strategic Sale: PE-led M&A exits emphasize stable cash flows, market share, and operational maturity.
PE-backed firms often undergo years of operational improvements, making them attractive for
integration without heavy post-acquisition risk. This creates more complex transactions, where seasoned
negotiators and may run structured auction processes by extracting better terms (e.g., all-cash deals,
cleaner reps/warranties, or favorable earn-out structures) than VC investors, who often have less leverage
and lower negotiating power.

2. Secondary Buyout: Sale to another PE fund, often with a different risk appetite or value creation strategy.
This is commmon when the next phase of growth requires a new skillset or capital base.

3. Initial Public Offering (IPO): PE-backed companies going public typically show profitability, predictable
revenue, and compliance with financial regulations—making them stronger IPO candidates in
institutional markets. PE firms orchestrate IPOs as structured liquidity events, often retaining a stake
post-IPO and negotiating lock-up periods. They involve syndicates of banks, detailed disclosures, and
multi-year planning.

4. Management Buyout (MBO): While not exclusive to PE, MBOs are more common and viable in this asset
class since existing management team can have the possibility to acquire the company with external
financing. This strategy is often supported through earn-outs or seller financing. MBOs offer smooth
transitions and reduce buyer search costs.

5. Recapitalization: Partial exit through debt refinancing or dividend recap, allowing the PE firm to return
capital while remaining a shareholder. In this strategic exit, PE-backed firms with stable cash flows and
leverage capacity can use recapitalization to return capital to LPs mid-hold, improving DPI (distributions
to paid-in capital) before the actual exit. It normally requires in-depth analysis of the company's leverage
ceiling and debt servicing ability.

RECOVERY MECHANISMS [N PRIVATE DEBT

For private debt investors, exit generally occurs through repayment—but recovery strategies must be in place in
case of distress or default. Effective enforcement begins with proper structuring at origination, and success often
depends on jurisdictional enforceability and early intervention. The following list highlights typical recovery
scenarios:
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Voluntary Prepayment or Refinancing: In successful loans, the borrower exits the facility by refinancing
with a bank or larger credit line. PD funds ensure flexibility to prepay without penalty or with a fee,
depending on strategy.

Debt Restructuring: Amendments to loan terms (e.g., tenor extension, interest rate changes, grace
periods) are negotiated when cash flow is temporarily constrained but the business remains viable.
Collateral Enforcement: Execution of pledged security interests such as mortgages, liens, or pledges.
Enforceability depends on local property law, judicial efficiency, and the quality of original
documentation.

Conversion to Equity or Debt-for-Equity Swap: In mezzanine or hybrid structures, conversion clauses
allow lenders to take a minority stake in exchange for canceling part of the debt. This requires board
rights and clear valuation mechanics.

Assignment or Sale of Loan: In certain cases, especially with syndicated or participatory structures, the
loan can be sold to another lender or special situations investor.

TIPS & RECOMMENDATIONS

1.

2.

Venture Capital

a. Start early: exit preparation begins before the investment. Ensure key terms (liquidation
preferences, veto rights, drag-alongs) are embedded in the term sheet and shareholder
agreement from the outset.

b. Build strategic relationships: encourage portfolio founders to build connections with potential
acquirers early—through partnerships, distribution agreements, or joint ventures.

c. Track exit milestones: help companies set and achieve exit readiness indicators—revenue
thresholds, governance maturity, clean cap tables, audited financials.

d. Use secondary markets strategically: in constrained ecosystems, structured secondaries (e.g.,
selling to family offices, DFls, corporates) can offer early returns and portfolio rebalancing.

e. Maintain optionality: a startup’s path to liquidity may (or rather, will) change. Design investment
agreements that preserve flexibility across multiple exit paths while ensuring fund protection.

Private Equity

a. Plan for exit from day one: integrate exit criteria into the initial investment thesis. Use a reverse
engineering approach—start by defining who the likely buyer will be and what they will want to
see.

b. Build an exit-ready company: from the start, implement clean accounting, audited financials,
professional governance, and proper legal documentation to reduce friction at exit time.

c. Maintain exit flexibility: prepare multiple scenarios (strategic sale, secondary, recap, etc.). Market
conditions and buyer appetites may shift over a fund’s hold period.

d. Create a buyer shortlist early: develop relationships with potential acquirers throughout the
holding period, even if an exit is not imminent. Keep them updated informally on milestones.

e. Mentor management teams: high-quality management increases the attractiveness and
valuation of a company. Buyers value continuity and operational readiness.

f. Engage exit advisors wisely: for larger or cross-border transactions, bring in M&A advisors or
investment banks to run a competitive process and extract maximum value.

g. Optimize tax structuring: work with local and cross-border tax advisors early to reduce
withholding tax, repatriation risks, or regulatory delays during exit.
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3.

Private Debt

a.

Structure for enforceability at entry: strong exits begin with tight entry documents. Ensure
legal opinions, collateral registrations, and guarantees are completed and enforceable in the
relevant jurisdiction.

Track early warning indicators: monitor changes in revenue, liquidity, covenant compliance, or
reporting delays. These often precede repayment issues by months.

Act before formal default: when signs of stress emerge, engage early. Borrowers are more
cooperative before default occurs. Pre-default restructurings tend to be less adversarial and more
recoverable.

Build pre-negotiated restructuring templates: have term sheet templates ready for
rescheduling, interest-only periods, or collateral top-ups to speed recovery responses.

Segment recovery paths by borrower type: use a differentiated approach. For formal SMEs,
prioritize legal enforcement. For informal but cooperative borrowers, consider step-down
repayment plans or asset-based settlements.

Coordinate with local legal counsel continuously: legal environments in emerging markets may
vary significantly across islands or countries. Ensure your enforcement path is locally executable.
Use recovery to rebuild trust (when possible): in borrower-friendly cultures, how you manage a
workout affects reputation and future deal flow. Aim for recovery outcomes that preserve
borrower viability where feasible.
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SECTION 1V - OPERATIONAL FRAMEWORK
FOR FUND AND INVESTOR MANAGEMENT

FUND
ACCOUNTING POLICIES

Accounting for a private capital fund is quite unigue since, when accounting frameworks are defined, the
standards-setters usually do not write them with private equity, private debt or venture capital in mind, and
therefore some modifications to these rules and accounts formats are required for those accounts to be useful
to their user — mostly the investors.

There are five major differentiators that separate fund accounting from accounting for entities of other industries
and other types of investment vehicles:

1.  The legal form of the fund: a limited partnership with its different investor classes and the way that this
legal form is used to cater for the specific needs of the asset class.
2. The fund terms laid down in the limited partnership agreement (LPA).

W

The purpose and nature of the activities of the fund.

The needs of the main users of the financial statements, such as investors and their reporting
requirements.

5. Unique accounting framework used only in this asset class. Several funds use accounting principles that
are defined by investors themselves and may not follow national or international guidelines, which may
complicate the calculation of certain indicators (or make them otherwise easier).

The combination of these five factors will make the fund accounting framework unique and difficult to
understand, at least at first, by accountants from outside of the asset class. This section will discuss some of the
issues in financial statements drafting and will provide certain recommendations and/or guidelines as to specific
items that the fund manager must carefully assess to describe the financial performance of the fund.

While the general principles of fund accounting apply across all private capital strategies, PE and PD funds
introduce additional layers of complexity due to the nature of their instruments, cash flow patterns, and
recognition methodologies

In PE and VC structures, accounting treatment must distinguish between realized and unrealized gains on equity
investments, particularly when holdings are valued using earnings multiples or discounted cash flow models. PE
funds also require clear tracking of recapitalizations, earn-outs, and partial exits, which can affect both the
carrying value of assets and the timing of carried interest accruals. Additionally, fund managers must ensure that
distributions resulting from portfolio company dividends or secondary sales are recorded separately from those
linked to capital gains, to maintain clarity in LP account statements.

Private debt funds, by contrast, must implement accounting systems capable of monitoring amortization
schedules, interest income accruals, and repayment compliance. Each loan must be recorded at its net carrying
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value, adjusted periodically for provisions related to impairment or default risk. Revenue recognition policies
should differentiate between cash and non-cash interest (e.g., PIK instruments), while fees, such as commitment
fees or origination fees, must be amortized over the life of the loan. Where applicable, funds should also maintain
detailed sub-ledgers for covenant monitoring and collateral tracking, particularly when managing secured or
mezzanine instruments.

For both PE and PD strategies, special attention should be paid to fund-level consolidation and cross-border tax
reporting, especially in multi-jurisdictional structures involving holding companies or asset-specific SPVs. Timely
and accurate financial reporting (aligned with IFRS, US GAAP), or local accounting standards, is critical not only
for regulatory compliance but also for maintaining investor confidence in fund governance and valuation
discipline.

POLICY RECOMMENDATIONS

A critical foundational principle in the accounting and valuation of private capital funds is the recognition of the
diverse set of stakeholders who participate in the fund, each with distinct rights, obligations, and economic
interests. The legal structure adopted by the fund manager—whether a limited partnership, limited liability
company, or another jurisdiction-specific entity form—will determine the typology and configuration of these
stakeholders, typically referred to as “classes of partners.”

These classes may include, but are not limited to, Limited Partners (LPs), the General Partner (GP) or fund
manager, carried interest partners, non-voting partners, and affiliated entities. From a financial reporting
perspective, it is imperative that the fund'’s statements accurately reflect the net asset interest of each class at
every reporting date. This encompasses their proportional share in the fund's assets, liabilities, income, expenses,
and realized or unrealized gains and losses.

The principle of fair and transparent allocation underpins the preparation of financial statements in private
investment funds. Accordingly, the fund manager must not only present aggregate fund returns—defined
broadly to include all income and capital gains or losses—but must also allocate these results across partner
classes and, where applicable, to individual LPs. This necessitates robust tracking of partner-level transactions
and balances, thereby enabling a granular view of each investor's exposure and entitlements within the fund'’s
structure.

In line with international accounting standards and guidance such as those offered by the Institutional Limited
Partners Association (ILPA) and International Private Equity and Venture Capital Valuation (IPEV) guidelines,
private capital funds must maintain a disciplined approach to the allocation of fund-specific financial items. These
include:

1. Capital drawdowns, which must be attributed to individual LPs based on their commmitment and the
capital call schedule;

2. Distributions, whether return of capital or realized profits, which must follow the distribution waterfall
outlined in the fund’'s governing documents;

3. Fund-level income, such as interest on convertible notes, dividend receipts, or investment gains, which
must be allocated proportionately; and
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4, Fund expenses, which should be transparently recorded and equitably shared across relevant partner
classes.

The methodology for allocation must adhere strictly to the provisions of the fund's Limited Partnership
Agreement (LPA) or equivalent governing instrument, which typically outlines preferred return thresholds, catch-
up Mmechanismes, and carried interest entitlements.

Additionally, from a governance and transparency standpoint, it is essential to maintain separation between the
accounting records of the fund and those of the fund manager or management company. In most institutional-
grade fund structures, the management company operates as a distinct legal and accounting entity, receiving
management fees and proceeds of carried interest. This separation ensures a clear demarcation of fiduciary
obligations and operational functions.

Management fees, for example, represent an expense from the fund's perspective and a revenue inflow for the
management company. The fund manager must therefore ensure dual-recording of such transactions while
disclosing only the fund’s side to LPs, as the management company's internal financials are typically outside the
purview of limited partners. Best practice suggests that access to the management company’'s records be
restricted to avoid undue influence or misunderstanding regarding its operational management, which lies
outside the scope of LP oversight.

DISBURSEMENTS
AND CAPITAL CONTRIBUTIONS

The fund manager will issue a “Disbursement Notice,” a document that describes the amount of capital that each
LP must contribute to the fund to i) make a new or follow-on investment, or iii) make customary contributions
that fulfill a particular requirement from the fund manager (such as expenses or fees). These amounts are
typically pro-rated according to the amount of capital contributed by the rest of investors in a particular company.
These notices have the following considerations:

1. The fund manager must consider the liquidity status of the fund. Current bank account balances and
expected proceeds from a potential sale of a portfolio company should be considered before proceeding
to calculate the total amount that will be contributed.

2. The fund manager must consider the timeframe of each capital disbursement and the number of
distribution notices issued each year (or at least on a quarterly basis). It is recommended that the fund
manager prepare a “disbursement schedule”, a document describing the number of disbursements that
the fund will make throughout the year, who will be receiving those disbursements, the expected date
of transfer, and the use of such proceeds (whether that capital will be used as an investment or expense)
to understand how many notices should be issued, when should it be sent and the expected timeframe
that these notices will be fulfilled, which must be in line with the expected dates of disbursement.

In each notice, the fund manager should consider the following as a general practice:
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1.  Transaction details should be presented from an accounting perspective, consistent with how the
transaction will be accounted for within the fund'’s records.

2. The fund manager should always include information about the Bank's unfunded commitment,
cumulative contributions, and cumulative distributions.

3. Ataminimum, the notice should describe the cumulative amounts that have been called for a particular
item (such as a portfolio company investment or an expense allocation), the overall balance of the Bank
(wWhether it is up to date with contributions or has any preceding pending amount to be contributed) and
any other indicator the sponsor must understand and that relates to the status of its contributions.

Disbursement protocols in private debt funds require a structured and risk-sensitive approach that differs
materially from equity-based investment vehicles. Unlike venture capital or private equity funds—where capital
is typically deployed through lump-sum investments in exchange for ownership—private debt instruments are
disbursed in alignment with repayment terms, collateral conditions, and performance-based milestones.

In PD structures, fund managers must ensure that capital is released only after the borrower has fulfilled pre-
agreed conditions precedent (CPs), as outlined in the credit agreement. These CPs may include the execution of
collateral documentation, registration of security interests, provision of financial statements, or achievement of
specific operational benchmarks. In instances where the facility is structured in tranches, each drawdown should
be tied to covenant compliance or the fulfillment of additional conditions, subject to verification by the fund's
legal counsel or credit monitoring team.

Disbursement procedures must be fully documented and integrated into the fund's operational workflows. This
includes maintaining a clear disbursement checklist, documenting internal approvals, and ensuring that all
required legal opinions and third-party verifications have been received before funds are transferred. For secured
lending, proof of lien registration or asset valuation must be obtained and reviewed. In jurisdictions with limited
credit infrastructure, fund managers may also rely on escrow arrangements or payment agents to mitigate
operational risks.

In cases of revenue-based financing or structured repayment plans, disbursements may be linked to a borrower's
gross revenue performance or subject to periodic reconciliation. In such scenarios, fund managers must
implement systems for revenue monitoring and reporting, with provisions for adjusting future disbursements
based on actual collections. Where repayments are expected to commence shortly after disbursement, funds
must also coordinate closely with banking partners to ensure that repayment mechanisms—such as direct debit
or lockbox arrangements—are operational prior to the first disbursement.

Finally, due to the recurring nature of loan servicing and the potential for delinquencies, PD fund managers must
anticipate and plan for delayed or defaulted repayments. This includes integrating contingency protocols into
disbursement planning, such as debt service reserve accounts or step-in rights that allow the fund to intervene
if borrower performance deteriorates.

Robust internal controls around disbursements are essential not only to preserve capital but also to satisfy
fiduciary duties and regulatory expectations—particularly in frontier markets with higher enforcement risks.
Fund managers are advised to document all disbursement decisions, maintain audit trails, and periodically
review execution practices in coordination with the fund administrator and compliance advisors.
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FINANCIAL
STATEMENTS DRAFTING

The fund manager must prepare the financial statements at least on a quarterly basis, based on international

accounting principles (IFRS) or other GAAP agreed by all LPs. It is recommended that the fund manager utilizes

the former principles since the reconciliation of profit and loss, as well as the calculation of tax returns might

become easier for LPs that are not based in the jurisdiction upon which the fund was incorporated in (or to those

investors that comply with tax rules that are significantly different from those established in such jurisdictions).

The minimum required financial statements that must be disclosed in each quarterly and annual report are the

following:
1. Balance Sheet
2. Statement of Operations (Profit & Loss Statement)
3. Statement of Cash Flows
4. Schedule of Investments: This statement discloses the economic and financial performance of each

investment made by the fund manager, and it is broken-down into several indicators that are both
guantitative (such as book value and fair value of a particular portfolio company), and qualitative (basis
and methodology of the calculation of fair value, vehicles used to execute the investment). Although this
schedule might be considered as an annex to the basic financial statements, it provides a detailed view
of the performance of the fund, because it disaggregates the fund-level performance and reveals the
value generated (or lost) in each portfolio company.
Capital Account Statement: This statement discloses the Net Asset Value (NAV) of each LP's commitment
to the fund, based on i) total capital contributed to the fund; ii) profit and loss allocation by each LP; and
iii) liabilities and fee set-off by each LP. In all instances, even though all LPs might be treated equally in
terms of responsibilities and obligations, each LP might have a different NAV. For example, an LP who is
lagging in terms of capital contributions, might see a reduced NAV in early stages of the fund’s
investment schedule, since the allocation of profit and loss (which in early stages is mostly management
fees), which is equally distributed to all LPs, has a greater (and negative) impact on the total capital
contributed, reducing even further the NAV.
Notes to the Financial Statements: Since the fund will have a long-term mandate, in the form of capital
appreciation by managing fixed assets, the fund manager must disclose the following categories that
reflect the investment activities of the fund in the profit and loss statement:
a. Income (including dividends from the underlying companies and interest from convertible
debentures).
b. Acquisition costs (whether charged to the profit & loss or capitalized, depending on the
accounting framework and/or the accounting policy).
c. Expenses (including management fees, due diligence fees, tax advisory fees, legal fees, and
administration fees).
d. Revaluation (whether in equity/revaluation reserve or through the profit & loss depending again
on the accounting framework and/or the accounting policy).
e. Gains or losses on realization of portfolio investments.
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f.  Estimation of gains or losses on the fair value of investments that have yet to be disposed of
(unrealized gains/losses) based on accounting framework and/or accounting policies.

In the context of venture capital (VC) fund financial reporting, the classification and presentation of cash flows
must align with the fund’s principal operating purpose—namely, the generation of returns through investment
in portfolio companies. Unlike operating companies in sectors such as manufacturing or retail, for which
dividends or interest income from affiliates are typically classified under investing activities, VC funds should
report such inflows—e.g., dividends received from portfolio companies or interest from convertible notes—within
operating activities on the statement of cash flows. This classification more accurately reflects the fund's core
business function: investing and managing capital on behalf of partners.

As investment activity forms the core operational engine of the fund, the investment schedule—comprising
acquisitions and disposals of portfolio assets—serves as one of the clearest representations of the fund’s
economic activity. It is thus strongly recommended that the fund provide this schedule with a high level of
disaggregation, including details such as date, cost, fair value, and unrealized gains or losses. Doing so enhances
transparency and facilitates investor due diligence.

Other fund-specific financial flows—such as capital drawdowns and distributions—are not typically reflected on
the cash flow statement but instead appear in the statement of changes in partners’ capital (or equivalent
account, depending on the accounting framework adopted). This statement plays a critical role in tracing each
partner's capital movements, including their contributions, share of earnings, and returns of capital.

Importantly, the fund manager must also ensure proper recognition and allocation of performance-based
compensation mechanisms such as carried interest and other profit-sharing arrangements. These elements,
typically governed by provisions within the fund'’s limited partnership agreement or bylaws, must be accurately
calculated and reflected in the financial statements. Clear disclosure is essential to maintaining the integrity of
financial reporting and ensuring alignment between fund performance and stakeholder entitlements.

To enhance consistency, comparability, and investor confidence, it is highly recommmended that the fund adheres
to established industry best practices in financial disclosure and investor reporting. Frameworks such as the
Institutional Limited Partners Association (ILPA) Reporting Standards, the International Private Equity and
Venture Capital Valuation (IPEV) Guidelines, and the European and British Private Equity and Venture Capital
Association (EVCA and BVCA) reporting guidelines offer robust, well-recognized templates for disclosure. For real
estate-focused funds, the INREV guidelines provide an analogous standard.

While these frameworks may originate outside the fund'’s legal domicile, they are widely accepted by global
institutional investors and increasingly regarded as baseline standards for transparency and accountability.
Alignment with these principles not only supports regulatory compliance and risk management but also
enhances the fund'’s credibility with current and prospective limited partners.
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CAPITAL
ACCOUNT STATEMENT

The Capital Account information presented for the current period and since inception provides each LP with
current and cumulative information on their individual commitment in the fund and allows analysis of income
and capital allocations. Although the contents of the statement are generally the same across different vehicle
structures and investment philosophies, it is recommended that the fund manager changes the content to
accommodate the statement structure, particularly involving the allocation of returns to different classes of
shares (participating preferred, redeemable preferred stock, etc.).

Each LP should receive a statement of their own capital account together with relevant information for either
the whole fund or the entity/partnership in which they have invested (or both) to include the following
information:

LP's percentage ownership in the fund/partnership at the reporting date.

Total commitment split between different instruments if appropriate at the reporting date.
Total contributions.

LP unfunded commitment at the reporting date.

Cumulative distributions.

Number of cumulative distributions recallable by the fund manager at the reporting date.
Realized portfolio gains/losses.

Unrealized portfolio gains/losses.

©®NO A WN

Allocation to the carried interest.

o

Non-portfolio income and expenses.

—
=

Management fees.

—
N

Capital account at fair value at the beginning of the period (for current period report).

—
W

Capital account at fair value at the reporting date.
Confirmation that LP's NAV is reported net of unrealized carried interest attributable to the managing

X

partner and the amount of the unrealized carried interest deducted; alternatively, show unrealized
carried interest assuming all investments are realized at their reported fair value at the reporting date.

15. Cash flow schedule detailing dates and amounts of drawdowns and distributions, either showing
amounts for the individual LP or for the fund/partnership as a whole; - Analysis of distributions for the
current period by source (i.e., between return of cost, capital gains/losses, dividends, and interest) and/or
by nature (i.e., cash vs. in-specie);

16. LP’s share of individual investments (particularly where individual LPs are excluded from certain
investments);

17. Breakdown of expenses between establishment costs and ongoing operational costs;

18. Atable showing the bridge between the opening and closing capital account balance.
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FAIR
VALUE RECOGNITION

In general accounting theory, there are two different measurement bases for assets and liabilities, and
considering the subject discussed, investments in particular: historical cost (HC) and fair value (FV):

1. Historical Cost. Investments are held at cost (meaning the book value of the investment in each quarter).
Although IFRS allows the recognition of historical cost as the basis of valuation, by using this method, the
fund manager will not be able to reconcile the quarterly financial statements against the accounts.
Moreover, both the accounting department of the sponsor and the fund manager must keep record on
both indicators (the historical and current value data).

The benefits of using a historical cost-based account are that it is easy to manage, and it does not allow for
manipulation (which is a particular, yet important consideration since PE/VC investments tend to have valuations
that are highly subjective. Generally speaking, cost is a one-time arbitrary measure, originating at vastly different
points in time that provides little useful information for investors in decision-making; it provides non-comparable
data and would result in arbitrary analysis and thus effectively any analysis of data based on historical cost alone
would invalidate underlying conclusions.

2.  Fair Value. Investments are held at a fair value, which is the “the amount for which an asset could be
exchanged, or a liability settled, between knowledgeable, willing parties in an arm’s length transaction.”
Fair value is a better approach to assessing the performance of the fund since it can identify, measure,
and compare its performance against other competitors, funds, and similar assets, which is an exercise
that provides insights about the relative value and its performance in the market.

3. Although comparability and transparency are the most important advantages of fair value, there are
several drawbacks: to be objective, it must be stated that fair value is by far a perfect measurement,
particularly for less observable financial instruments that lack objective market data where calculating
the fair value might represent a significant challenge.

According to IFRS 9 “Financial Instruments”, financial statements must disclose information about the valuation
techniques and inputs used to develop fair value measurements. They also indicate how fair-value
measurements using significant unobservable inputs affected profit or loss or other comprehensive income for
the period, which has been achieved by combining the disclosures currently required by other IFRS rules.

When initially recognized, investments (as well as financial liabilities), are measured at fair value plus transaction
costs that are directly attributable to the acquisition or issue of the financial asset or financial liability (acquisition
costs). The exception is for financial assets at fair value through profit or loss where acquisition costs are directly
expensed to profit & loss. Available-for-sale investments, as well as for held-to-maturity financial instruments and
loans and receivables, transaction costs directly attributable to the acquisition (acquisition costs) are capitalized
to the value of the investment.

After initial recognition, financial assets (including investments) are generally measured at fair value, without any
deduction for transaction costs on disposal. Exceptions to the rule are i)loans and receivables, which are
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measured at amortized cost using the effective-interest method, ii) held-to-maturity investment, which is
measured at amortized cost using the effective-interest method, and iii) investments in equity instruments that
do not have a quoted market price in an active market and whose fair value cannot be reliably measured (and
derivatives linked to them), which are measured at cost.

Under the International Financial Reporting Standard (IFRS) nine, Financial Instruments, private capital funds
are required to disclose comprehensive information regarding the valuation methodologies and underlying
assumptions used in the determination of fair value. These disclosure requirements aim to enhance transparency
in financial reporting and improve users' understanding of how valuation decisions impact the fund’s financial
performance.

Specifically, IFRS 9 mandates that financial statements explain the valuation techniques and inputs used to
establish fair value measurements, particularly where these are based on significant unobservable inputs. The
standard also requires disclosure of the sensitivity of these measurements to changes in key assumptions, and
the effect on profit or loss and other comprehensive income (OCIl), thereby integrating and expanding upon
disclosure obligations under other IFRS frameworks such as IFRS 13 (Fair Value Measurement).

At initial recognition, financial assets, and liabilities, including equity investments and debt instruments, must be
measured at fair value, plus any transaction costs directly attributable to their acquisition or issuance. The primary
exception to this rule applies to financial assets designated at fair value through profit or loss (FVTPL), where
transaction costs are expensed immediately and recognized in the income statement.

For other financial assets, the treatment of acquisition costs is as follows:

1. Available-for-sale (AFS) investments, held-to-maturity (HTM) instruments, and loans and receivables
capitalize transaction costs, which are added to the carrying amount of the investment at acquisition.

2. For FVTPL instruments, acquisition costs are excluded from initial recognition and charged directly to
profit or loss.

After initial recognition, financial assets are generally re-assessed at fair value, with transaction costs on disposal
excluded from this valuation. Notable exceptions apply to the following instruments:

1. Loans and receivables, which are measured at amortized cost using the effective interest rate (EIR)
method.

2. Held-to-maturity investments, which are also valued at amortized cost using the EIR method; and
Unquoted equity instruments, where no reliable fair value can be determined and no active market
exists—such instruments (and any derivatives linked to them) may be measured at cost, subject to
impairment assessment.

These classifications have important implications for both the presentation of financial statements and the
valuation governance of the fund. Fund managers must ensure that valuation models, particularly those
incorporating Level 3 inputs (i.e., unobservable inputs), are subject to robust governance processes and periodic
validation. Alignment with IPEV Guidelines and industry practices is also encouraged, especially where
unquoted equity valuations represent a sizable portion of the fund’s assets under management.
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Ultimately, the consistent application of IFRS 9 supports the overarching goals of financial stability, comparability,
and investor confidence, while also enabling LPs and regulators to evaluate the integrity of reported returns and
the risk exposures embedded within the fund’s portfolio.

ADDITIONAL CONSIDERATIONS
FOR FAIR VALUE RECOGNITION IN PE AND PD STRATEGIES

Private equity and private debt funds require distinct approaches to fair value recognition, given the different
nature of their underlying instruments and value drivers. While valuation principles such as those outlined by the
International Private Equity and Venture Capital Valuation (IPEV) Guidelines remain applicable, fund managers
must tailor their application to reflect the structure, risk profile, and performance characteristics of each asset
class.

In private equity (PE) funds (and even to some degree VC investments), fair value estimation is typically based on
enterprise valuation methodologies that incorporate both company-specific and market-wide variables. The
most common approaches include:

1. Comparable company multiples (e.g., EV/EBITDA or EV/Revenue), adjusted for control premiums or
discounts for lack of marketability.

2. Precedent transaction analysis, particularly relevant in industries undergoing consolidation.

3. Discounted cash flow (DCF) models, where future free cash flows are projected and discounted using a
weighted average cost of capital reflective of market and execution risk.

Adjustments should also be made to reflect non-recurring items, earn-out provisions, or minority discounts
where applicable. Where the fund has board influence or ownership control, the valuation must also reflect
changes driven by value-creation initiatives led by the fund manager.

In private debt (PD) funds, fair value determination requires a credit-based valuation lens. Debt instruments—
such as term loans, mezzanine financing, or revenue-based agreements—are typically valued using one or a
combination of the following methods:

1. Amortized cost (when the instrument is performing and closely aligns with initial pricing).

2. Discounted cash flow (DCF) analysis, where remaining contractual payments are discounted using a
market-consistent yield for similar credit risk profiles.

3. Mark-to-model approaches, incorporating borrower creditworthiness, collateral coverage, loan-to-value
(LTV) ratios, and probability of default (PD)/loss given default (LGD) assumptions.

For secured or collateralized instruments, collateral valuation updates must be conducted periodically to assess
recoverable value in case of default. Non-performing loans (NPLs) must be flagged for impairment, with
appropriate markdowns reflecting estimated recovery value based on liquidation scenarios or enforcement
actions.
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Revenue-based financing agreements require periodic reassessment of borrower revenue projections, especially

where actual revenues materially diverge from forecast. Fund managers must also disclose assumptions related

to repayment timing, discount rates, and embedded prepayment options.

TIPS AND RECOMMENDATIONS

10.

.

12.

13.

14.

Follow internationally recognized standards but adapt to the realities of fund size, team, and operational
capabilities.

Use the IPEV Guidelines (International Private Equity and Venture Capital Valuation) as a baseline, but
adjust expectations based on the availability and quality of company data.

Document your valuation methodology and apply it consistently. LPs and auditors value consistency
over precision. If you use recent financing rounds as proxies, explain and repeat the approach for similar
cases.

Use a “calibrated” valuation approach. After an initial investment, base changes in valuation on
observable progress (e.g., revenue growth, milestone achievement), not just time elapsed.

Avoid over-reliance on post-money valuations from highly dilutive or insider-led rounds (VC-only).
Such valuations may not reflect true market price or external investor sentiment. Adjust accordingly or
apply a discount.

Disclose assumptions transparently in internal and external reports. Clearly state the inputs used for
valuation decisions, especially if using non-traditional methods (e.g., cost-based, or milestone-adjusted
models).

Establish a regular review process. Conduct portfolio valuation updates at least quarterly, even if
changes are not reported externally. This ensures your NAV remains current.

Prepare a narrative to explain valuation movements. LPs will ask why a company went up or down in
value. Prepare a clear rationale that blends quantitative progress with contextual insight.

Use valuation as a monitoring—not performance—tool. Fair value is not a proxy for success. It is a
measurement of estimated exit value under current market conditions.

Engage with auditors early to align on methodology. Don't wait until year-end. Review valuation
templates and expectations with auditors early in the fund cycle to avoid surprises.

Be conservative when there is uncertainty. If market conditions are unclear or company performance
is volatile, err on the side of prudence. LPs prefer realism over optimism.

Flag potential write-downs as early as possible. Do not delay recognizing impairments. Early
recognition of declining value demonstrates governance discipline.

Treat third-party funding rounds as validation—but not guarantees. Consider who invested, under
what terms, and what the structure implies (e.g., heavy liquidation preferences can inflate valuations
artificially).

Track non-financial indicators alongside financial ones. Metrics like customer growth, user
engagement, churn, and market traction may provide a more accurate picture than revenues alone.
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CALCULATION OF FUND’S
PERFORMANCE METRICS

The principal metrics used in performance assessment are the Internal Rate of Return (IRR), Paid-in Capital (PIC),
Distributions to Paid-in Capital (DPI), Residual Value to Paid-on Capital (RVPI), and Total Value to Paid-In Capital
(TVPI).

INTERNAL RATE OF RETURN

The Internal Rate of Return (IRR) is a widely used metric for evaluating the financial performance of private equity,
private debt, and venture capital funds. Defined as the discount rate that sets the net present value (NPV) of a
series of cash flows to zero, the IRR summarizes the time-weighted return of an investment based on actual cash
inflows and outflows over the life of the fund or investment.

IRR is particularly valuable as a benchmarking tool that enables comparability across funds and vintages,
providing a single, intuitive figure that reflects both the scale and timing of returns. However, while the IRR is a
powerful indicator, it must be interpreted with caution. A higher IRR does not automatically imply superior fund
performance; the context of the calculation—including the duration of the fund, timing of cash flows, basis of
net/gross presentation, and the structure of fees and carried interest—can materially influence the outcome.

IRRs may be calculated and presented in several different ways, often leading to significantly different results.
The key distinction lies in whether the IRR is reported on a gross or net basis:

1. Gross IRR typically reflects cash flows between the fund and its underlying portfolio companies, before
the deduction of fund-level fees, carried interest, and other expenses. This measure focuses on
investment-level returns and is most often used to assess asset performance.

2. Net IRR, by contrast, reflects the cash flows between the fund and its Limited Partners (LPs), after
accounting for management fees, fund expenses, and carried interest. This version is more relevant to
investors, as it reflects their actual returns.

A substantial portion of the difference between gross and net IRR results from two components:

1. Management fees and fund expenses, typically paid by LPs to the fund and used to cover operating costs;
and

2. Carried interest, which accounts for 20% of profits remaining after return thresholds are met and
distribution rules (e.g., the Waterfall Distribution Scheme) are applied.

The source of the cash flows used in IRR calculations is also a critical consideration. IRRs derived from:
1.  Fund-to-investor cash flows (LP contributions and distributions) offer a measure of return from the

investor's perspective;
2. Fund-to-portfolio company cash flows reflect investment-level efficiency and asset performance.
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Each of these IRR perspectives can serve different decision-making purposes. For example, investors may focus
on net IRR to compare the attractiveness of fund commitments, while fund managers may analyze gross IRR to
evaluate deal sourcing, investment timing, and value creation strategies.

Additionally, it is important to note that IRR assumes the reinvestment of interim distributions at the same rate,
which may not reflect economic reality—particularly for funds with early large exits or uneven cash flow patterns.
For this reason, complementary metrics such as Total Value to Paid-In Capital (TVPI), Distributed to Paid-In
Capital (DPI), and Residual Value to Paid-In Capital (RVPI) are often used alongside IRR to provide a more
complete picture of fund performance.

Fund managers are strongly encouraged to adhere to ILPA Reporting Standards or equivalent frameworks to
ensure the consistency, transparency, and comparability of IRR reporting across the industry.

TOTAL VALUE TO PAID-IN CAPITAL

(cumulative distributions + NAV)
TVPI =

paid — in capital

The Total Value to Paid-in Capital (TVPI) ratio is a fundamental performance metric in private capital fund
reporting. It provides an aggregate measure of how much value—both realized and unrealized—a fund has
generated relative to the capital invested by its Limited Partners (LPs). Mathematically, TVPI is calculated as the
sum of:

1. Realized value, defined as the cumulative amount of distributions made to date; and

2. Unrealized value, also known as residual value, represented by the fund's net asset value (NAV); divided
by the total paid-in capital, which reflects the cumulative capital contributions received from investors
over the life of the fund.

The resulting figure is commonly referred to as the money multiple or multiple on invested capital, as it indicates
the total return (realized and unrealized) generated for each unit of currency invested. For example, a TVPI of 1.8x
implies that the fund has created $1.80 of total value for every $1.00 invested.

TVPI is particularly useful as a complementary indicator to the Internal Rate of Return (IRR). While IRR provides
insight into the time-weighted rate at which returns are being generated, TVPI captures the magnitude of value
creation in cash-on-cash terms. Together, these metrics offer a powerful lens through which investors and
stakeholders can evaluate both the efficiency and effectiveness of a fund's capital deployment strategy.

It is essential for fund managers and stakeholders to recognize that the unrealized value component of TVPI is
inherently subjective, as it is based on fair value assessments. These valuations must adhere to the policies
established by the fund and must align with recognized valuation frameworks (e.g., International Private Equity
and Venture Capital Valuation (IPEV) Guidelines) to ensure consistency and credibility.

As the fund progresses toward maturity, the relative subjectivity of the TVPI figure diminishes. Over time,
unrealized value is increasingly converted into realized gains or losses, thereby enhancing the objectivity and
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finality of the performance measure. Accordingly, TVPI becomes a more robust and reliable indicator in the later
stages of a fund'’s lifecycle.

Fund managers are encouraged to report TVPI both gross and net of fees and carried interest, as appropriate,
and to contextualize the metric with portfolio-level insights and vintage-year benchmarks. This transparency
fosters trust with LPs and facilitates informed capital allocation decisions across fund offerings.

DISTRIBUTIONS TO PAID-IN
CAPITAL AND RESIDUAL VALUE TO PAID-IN CAPITAL
cumulative distributions net asset value

DPI = RVPI =

paid—in capital paid—in capital

Within the broader framework of Total Value to Paid-in Capital (TVPI), two key disaggregated performance
indicators—DPI and RVPIl—provide valuable insights into the composition and timing of fund returns. These
metrics enable stakeholders to distinguish between realized and unrealized value, offering a more nuanced
understanding of a fund'’s lifecycle and return trajectory.

Distributions to Paid-in Capital (DPI) is a measure of the cumulative distributions made to investors relative to
the total capital contributed. As a purely realized metric, DPI reflects the portion of investor capital that has been
returned through exits, dividends, or other cash-generating events. It is non-subjective, as it is based exclusively
on actual cash flows and provides a clear, tangible indication of the fund's realized performance. For example, a
DPI of 0.7x implies that the fund has returned 70% of the capital committed by investors.

Residual Value to Paid-in Capital (RVPI), in contrast, reflects the unrealized portion of the fund's value. It is
calculated as the fund's net asset value (NAV) divided by paid-in capital. RVPI provides an estimate of the
remaining value potential embedded in the portfolio as of the valuation date.

While RVPI is an essential forward-looking indicator, it is inherently subjective, as it relies on fair value
assessments of unsold investments. These valuations are dependent on the fund's adopted valuation
methodology and may be influenced by market conditions, financial projections, and other non-observable
inputs. As such, actual returns upon exit may differ materially from NAV estimates at the balance sheet date.

Together, DPI and RVPI offer a comprehensive decomposition of TVPI, enabling investors and fund managers to
understand not only how much value has been created, but also how much of that value has been realized versus
still at risk in the portfolio. The sum of DPI and RVPI equals TVPI:

TVPI = DPI + RVPI
As the fund matures and portfolio companies are exited, the weight of DPI increases while RVPI proportionally
decreases. This dynamic enables stakeholders to monitor the fund’s transition from unrealized to realized returns

and provides greater visibility into value crystallization over time.

To promote transparency and comparability, fund managers are strongly encouraged to disclose DPI and RVPI
alongside TVPI and IRR in both quarterly and annual reporting cycles, in alignment with ILPA, IPEV, or regional
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private capital reporting guidelines. Such practices support informed decision-making by investors and reinforce
accountability in fund management.

PI1C MULTIPLE

paid — in capital
PIC = - -
committed capital

The Paid-In Capital (PIC) Multiple is a straightforward yet valuable indicator used to assess a fund's deployment
status within its investment lifecycle. It is calculated by dividing the cumulative paid-in capital by the total
committed capital:

For instance, if an investor has committed $100 and contributed $75 to date, the PIC multiple is 0.75. This figure
implies that 75% of the investor’'s capital commitment has been called, providing a direct measure of capital
utilization.

A low PIC multiple typically suggests that the fund is in the initial stages of its investment period, whereas a
higher PIC multiple—0.8 or above—may indicate that the fund is nearing the end of its deployment phase and
entering the value realization or harvesting stage. However, interpretation of the PIC multiple should be
accompanied by an understanding of the capital reserves available for follow-on investments and potential
recallable capital, particularly in funds with recycling provisions.

Fund managers and investors alike should monitor the PIC multiple in conjunction with fund documents such
as the Limited Partnership Agreement (LPA) to determine the remaining callable capital and assess how much
dry powder remains for future investment or operational expenses.

NET ASSET VALUE (NAV)

fair value of assets — liabilities
NAV =

outstanding shares or units

The Net Asset Value (NAV) is a central concept in fund accounting and valuation. It represents the total fair value
of a fund's assets minus its liabilities, and is typically expressed on a per-share or per-unit basis, depending on the
fund structure:

NAV serves as the primary measure of equity value attributable to each partner, including both limited partners
and the fund manager. In closed-end funds, where units are not continuously issued or redeemed, NAV is the
key reference point for tracking portfolio value and determining performance over time.

NAV calculations require a consistent and transparent valuation framework, especially for unlisted or illiquid
assets. As such, fund managers are expected to follow established standards such as the International Private
Equity and Venture Capital Valuation (IPEV) Guidelines, and to ensure that NAV figures are updated regularly—
typically on a quarterly basis—for investor reporting and financial disclosures.
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In addition to serving as a basis for performance metrics such as RVPI and TVPI, NAV is also used in the calculation
of carried interest accruals, management fee bases, and allocation of unrealized gains. Accurate and timely NAV
assessments are therefore essential for fiduciary integrity, investor confidence, and regulatory compliance.

In the context of private capital fund performance, it is essential to distinguish between Total Value to Paid-In
Capital (TVPI) and Net Asset Value (NAV), while also understanding how the two metrics are intrinsically
connected. Although both are core components of fund reporting and analysis, they serve distinct analytical
purposes and must be interpreted accordingly to avoid misleading conclusions.

TVPI, or Total Value to Paid-In Capital, is a cumulative performance indicator that captures the total value
generated by a fund—both realized and unrealized—relative to the capital contributed by Limited Partners (LPs).
It is calculated as follows:

In this formula, Net Asset Value (NAV) represents the unrealized value of the fund’'s remaining portfolio holdings,
while distributions capture the capital and profits already returned to investors. As such, TVPI provides a
comprehensive measure of a fund's value creation over time, encompassing both cash that has been returned
and current fair market estimates of residual investments.

NAV, by contrast, is a point-in-time valuation metric reflecting the fair value of the fund’'s portfolio, less any
outstanding liabilities. It does not account for past distributions or contributions. NAV is inherently subjective, as
it depends on fair value estimation methods and assumptions established by the fund manager and governed
by relevant valuation policies (e.g., IPEV guidelines). It is typically updated on a quarterly basis and audited

annually.
The relationship between the two indicators is structural, yet their purposes are different:

1.  NAVis a component of TVPI, representing the unrealized portion of value still held within the fund.
2. TVPIlis an aggregate performance ratio, which includes NAV but also considers the distributions already
made, providing a broader perspective on total fund performance.

At preliminary stages of the fund lifecycle, TVPI will be composed of NAV, as few investments have been exited.
As the fund matures and realizations increase, NAV will decline and distributions will increase, gradually shifting
the composition of TVPI from unrealized to realized value. This progression provides stakeholders with insights
into portfolio maturity, value crystallization, and exit timing.

It is therefore incorrect to interpret NAV as a standalone measure of performance. Without the context of capital
contributed and distributions made, NAV alone does not inform whether a fund is over- or under-performing.
TVPI, by integrating NAV with cumulative distributions, offers a more accurate reflection of overall fund value
creation relative to investor commitments.
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ADDITIONAL CONSIDERATIONS
FOR PERFORMANCE METRICS IN PE AND PD FUNDS

Private equity and private debt funds apply distinct methodologies to evaluate financial performance, reflecting
their differentiated capital deployment strategies, cash flow dynamics, and return profiles. While metrics such as
internal rate of return (IRR) and multiple on invested capital (MOIC) remain foundational across private capital
strategies, PE and PD vehicles require tailored interpretations of these indicators and the incorporation of
additional measures aligned with each fund’s investment logic.

Private equity funds, which typically rely on value creation through operational transformation and strategic exits,
must track performance using both traditional and nuanced metrics. Private debt funds, by contrast, emphasize
capital preservation, predictable cash flows, and risk-adjusted yields. In these strategies, fund performance is
typically evaluated using a distinct set of metrics, including:

1. Current VYield, calculated as annualized interest income divided by deployed capital;

2. Net Interest Margin (NIM), which captures the spread between earned interest and cost of capital or
defaults;

3. Gross and Net IRR, particularly relevant when loans include upfront fees, success-based pricing, or equity
kickers;

4, Default Rate, Recovery Rate, and Loss Given Default (LGD), which are essential indicators of credit
performance and underwriting discipline.

PD funds may also report cash-on-cash return and weighted average maturity, to offer insight into repayment
speed and liquidity profile. Where instruments are structured with variable interest components or revenue
sharing, performance analysis must also include actual vs. forecast repayment schedules and sensitivity to
macroeconomic variables such as inflation or foreign exchange exposure.

To enhance transparency and standardization, fund managers are encouraged to disaggregate returns by loan
type (secured, unsecured, mezzanine), sector, geography, or borrower size. Performance dashboards should also
flag loans under watchlist status or those in restructuring, and reconcile their impact on NAV and liquidity
forecasts.

THE CARRIED
INTEREST

Carried interest is a performance fee, a reward for superior performance. In other words, it is a bonus payable to
the fund manager for doing an excellent job, which means that carried interest is conditional on performance. If
the fund generates outstanding performance, and such level of performance hits certain thresholds (known as
hurdle rates), the fund manager is entitled to receive (often subject to some limitations called claw back
provisions) a bonus or performance fee called carried interest, which is in simplified terms usually a certain share
(usually 20 percent) of the profits. Since it is performance-related, carried interest is designed to incentivize the
carried interest holders; therefore, it could be regarded as an incentive mechanism.
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The fund manager, in all cases, is a partner too since it must commit a certain amount of capital to become the
manager of the fund (often referred to as ‘skin in the game’). The effort to generate value, time to operate, and
positive execution of the investment thesis must be compensated in one way to another to make the
management of private capital funds an interesting feat, and the best way to incentivize and reward such hard
work is through a disproportionate return on their investment (most fund managers commit between 1and 3%
of the total aggregate fund size). The rest of its investment in the fund is “carried,” in a way, by the limited partners
(LP).

There is a spectrum of diverse types of carried interest models. At one end of the spectrum the most conservative
is the whole-of-fund model (European model), with a hurdle/preferred return and no catch-up, which is the most
investor-friendly. At the other end of the spectrum the most aggressive GP-friendly model is structured on a pure
deal-by-deal (American model) basis, with no hurdle/preferred return and no claw back. Falling between both
ends of the spectrum there are numerous hybrid structures.

One of the most popular carried interest models (the whole-of-fund with hurdle/preferred return and catch-up)
is the preferred model for most fund managers, since it balances both ends of the spectrum, motivating the fund
manager enough to generate above-market returns, while avoiding a sudden loss of focus due to early profits.

To protect LP's investment, a claw back provision can smooth out situations where initial high multiples are
followed by disappointing returns from later realizations, which would mean that more carry is paid on earlier
deals and therefore must be clawed back from the fund manager to repay the LPs.

There is a vast variety of claw back provisions. Escrow accounts are among the most popular with the proceeds
held in an account (usually under the fund manager’s control, but for the benefit of LPs) from which the fund
manager may make withdrawals subject to certain rules, in case that subsequent losses are incurred.

EUROPEAN CARRIED
INTEREST WATERFALL MODEL

The whole-of-fund carried interest model is more typically prevalent in Europe where it seems to be the standard
carried interest arrangement, which of course does not mean that there are no funds using deal-by-deal
arrangements. In this model, the timing of the distribution of the carried interest is delayed (typically allocated in
years six to 10) compared to the deal-by-deal carry model where distribution of carry takes place a lot earlier in
the fund’s life when carry may be distributed after the first profitable disposal.

The reason for the appeal of the whole-of-fund model is due to the protection it provides for investors against
early payments of carry being made despite disappointing overall fund returns.

The cash application/waterfall for a whole-of-fund arrangement is executed as follows:

1.  Tothe fund manager and LPs, until they have been repaid the outstanding commitments

2. Tothe LPs, in payment of an amount equal to the preferred return (preferred return is explained below).

3. To the fund manager, a catch-up (for a 20 percent carry, the catch up is a 25 percent of the preferred
calculated in the step below.
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4, Usually an 80:20 split (or a different split according to the LPA) between the LPs and the fund manager,
respectively. The 20 percent is the carried interest. Note that the sum of the amounts in step 3 (the catch-
up) and the 20 percent from the 80:20 split in step 4 is the total carried interest amount.

The preferred return in step 2, which is also called hurdle (the relevant percentage of which is called the hurdle
rate), is like a guaranteed return on the LPs' investment in the fund (subject to the fund generating enough
profits). It is called hurdle because the fund manager needs to pass that hurdle before it starts receiving carried
interest; anything after the hurdle has been reached will be split on an 80:20 basis or whatever is stipulated in the
bylaws.

A typical preferred return/hurdle is 8 percent, but it could be set at another rate. There may even be more than
one hurdle rate and more than one carry split detailed in an LPA; for example, there may be an 80:20 split past
an 8 percent hurdle and 70:30 split past a 30 percent hurdle for one fund.

Typically, the preferred return is calculated as an interest at an annual rate of a defined percentage (for example,
8 percent), compounded annually on a defined date (for example, December 31 or the date of the first drawdown),
and calculated daily on the outstanding capital commitments.

AMERICAN CARRIED
INTEREST WATERFALL MODEL

With the pure deal-by-deal carried interest model, payments are made to the fund manager out of the returns
of a particular investment. This payment is made once investors have received the commitments drawn down
for the investment (and that investment alone) plus a preferred return on that amount (there is no hurdle for the
most extreme form of pure deal-by-deal with no hurdle and no claw back).

The commercial terms stipulate that on each realization a percentage of profits is allocated to the fund manager;
there is no requirement for the manager to achieve an overall target rate of return; for the most extreme form,
mentioned earlier in the paragraph, any losses on realization of other investments do not impact allocations to
the fund manager, that is, no claw back. No account is taken of costs incurred in the fund, and carried interest is
paid from the first profitable realization. Also, since the pure deal-by-deal carry model does not monitor the overall
performance/return of the fund, modelling it is much easier than the whole-of-fund carry model.

ANALYSIS OF FUND
PERFORMANCE METRICS

As with any other financial asset, time and the amount of profit will adversely impact the outcome of the fund’s
financial performance. The ultimate objective of the fund manager will always be to maximize the amount of
profit in the shortest possible time.

To illustrate how these metrics are used, we will create a simple exercise calculating the financial returns of a 10-
year private capital fund. For sake of simplicity, this model will assume that 100% of commitments will be called
in t,and that all distribution proceeds will be returned to LPs in tio (remember that this will not be the case in a
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real-life scenario, since capital is called and distributed across the fund’s timeframe depending on the schedule
of investments/divestments).

In this exercise, a USD 10 million fund is raised, with a 10-year term, 8% preferred return, 20% carried interest and
2% management fee (no other fees are charged to LPs). At the end of its term, the fund has increased its value to
thirty million, effectively generating a 3.0x ROI. The following table illustrates the manager waterfall of the fund
(European version):

Step Who receives it? Cash Flow Balance

0. Proceeds before waterfall 0 30,000,000
1. Investments and fees (fund size) GP/LP 10,000,000 20,000,000
2. Preferred return (hurdle rate) LP 1,473,357 8,526,643
3. Catch-up GP 2,294,671 6,231,971
4a. Carry GP GP 1,246,394 4,985,577
4b. Carry LP LP 4,985,577 0

Total 30,000,000

In this example, because the fund has returned more capital than the total commitments (ten million), the fund
manager will effectively generate profit to all parties. As demonstrated in (2), the fund manager will not receive
any profits until it has paid 100% of that amount to LPs. This means that a hurdle rate forces the fund manager
to increase the value of the fund beyond the threshold of the hurdle rate to receive any profit (in this case, the
threshold is 21,473,357 or 2.14x ROI). For any additional dollar generated in profit, and for up to 20% of the amount
in (2), proceeds will be exclusively awarded to the fund manager (the catch-up). The remainder will be split 80:20
between LPs and the fund manager until all proceeds have been allocated, respectively.

When discussing performance metrics, the timing of the commitments and contributions, as well as the status
of the realization of each investment will affect the TVPI, RVPI, DPI and PIC multiples, respectively. In the example
above, since 100% of the capital has been returned to LPs (meaning that the profits have been “realized” and
distributed), the DPI multiple is 2.0x (since twenty million are profits and ten million is the paid-in capital). This
also means that all funds start with a DPI of 0.0x (which means that there are no realized profits yet).

If we assume that the value of all investments has not been converted yet into cash and delivered to LPs, then it
must mean that it is still held in assets in the form of equity positions and other debentures. If that is the case,
then the DPI is 0.0, but the RVPI is 2.0x. The sum of both indicators becomes the TVPI, and it shows the total
value of the fund regardless of whether the positions have been fully realized (transformed into cash) or
unrealized (held at fair value).
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The three indicators are used interchangeably to understand whether capital has been returned to LPs, and the
proportion of the realized/unrealized assets held by the fund. A high DPI but low RVPI means that the fund
manager has completed the full investment cycle in many portfolio investments and has returned capital to LPs.
A high RVPI and low DPI means that the fund manager is yet to exit from most of its portfolio companies but has
increased the value of its positions. Therefore, a large DPI indicator is preferred.

When we factor the timeframe of such returns, the IRR is disclosed with and without the effect of fees/expenses
(Net and Gross IRR, respectively):

Performance GP LP Fund Net Fund Gross
Commitment -100,000 -9,900,000 -10,000,000 -8,000,000

Total Cash Flow 3,641,066 26,358,934 30,000,000 30,000,000
MOIC 36.41X 2.66x 3.00x 3.75x

IRR 43.26% 10.29% 11.61% 14.13%

To understand the performance of the fund, there are two ways of calculating its returns: the first one, considering
only gross proceeds, takes only into account the capital used to make investments and the total proceeds from
their exit events. In this example, only eight million is used as a negative cashflow for purposes of calculating the
IRR, since 20% of the total fund size was used to pay for expenses and fees throughout the life of the fund. Net
indicators, on the contrary, include fees and expenses to make calculations. Therefore, and for most cases, gross
returns will always be larger than net-level returns.

The fund manager will most likely commit 1% of the total size of the fund (in this example, the fund manager
commits 100,000 dollars). Using the cashflows described in the waterfall table, we can see that the fund
manager’'s work has been rewarded: a 100K investment has returned more than 3.6 million dollars to the fund
manager, generating a 36.41x ROl (or MOIC, multiple over invested capital), and an IRR of 43.26%.

A common mistake that many fund managers do is include the management fees that have been used as part
of their IRR calculations. This is a wrong practice because management fees (in most cases and where most
standard terms have been negotiated) must be returned to LPs before gaining any profit. As a closed-end type
fund, the amount of capital that investors contribute to the fund cannot exceed their commitment, so the
management fees, expenses and the capital used to make investments are all already included in the
commitment since the very beginning.

In this example, LPs have also achieved a profitable return on their investment, since their commitment was
multiplied by 2.66x (which means a 10.29% annual return). Because catch-up and carried interest proceeds
awarded to the fund manager are deducted from the cash flows, LPs see a decrease in the proceeds distributed
to them, which is the major explanation of why they receive a lower return than fund-level data.
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A combination of multiples and IRRs will provide a comprehensive outlook of the overall performance of the fund,
without thoroughly reviewing its financial statements. As a best practice, fund managers must disclose these
indicators on a quarterly basis, using quarter-to-date, year-to-date and “since inception” timeframes.

LP MANAGEMENT FRAMEWORK

Up until now, this manual has discussed everything related to the sourcing, analysis, investment, and
management of portfolio companies. The rest of the chapters in this manual will touch upon the relationship
between the fund manager and limited partners.

This chapter focuses on the role of the fund manager during the subscription process of a potential investor to
become a Limited Partner in the fund. Although many investors have slightly different ways of approaching the
process which may require the fund manager to change its framework (for example, the investor may request to
exclusively engage with the managing partners or high-level executives within the firm and not deal with
analysts, the meetings may be conducted exclusively on-site or the investor may request different questionnaires
than those described in this Manual ), the objectives of the process will most likely stay the same.

In general, the fund manager will use the following process to select, approach, and engage with potential
investors and convince them of becoming a Limited Partner in the fund:

LP MANAGEMENT FRAMEWORK

1. Eligibility. In this step, the fund manager will look for potential investors and prepare himself to provide
the information package to them, arrange meetings, and schedule his/her agenda to start the
fundraising process. The best way for the fund manager to organize the process is to create a shortlist of
potential investors that may be interested in investing in the fund. It is not recommended to use a “spray
and pray” technique since the process is time-consuming, resource-intensive (roadshow expenses may
include arranging travel accommodations) and it is not considered a wise approach because a quite high
percentage of meetings will not lead to subsequent efforts since the investor may not be interested at
all in the fund (even before the meeting takes place). As such, the purpose of this stage is for the fund
manager to understand the market, the myriad of potential prospects, and shortlist them to reduce the
fundraising timeframe to be as effective as possible. The fund manager may elect to follow the following
guidelines and modify them as the fund manager may see fit to accommodate his/her objectives and
management style:

a. Itis recommended to use a CRM (or a spreadsheet that behaves like a CRM) to understand the
stage of each encounter, the information and tasks that need to be done to advance further into
the process, the resources allocated, how many people the fund manager is interacting with, and,
to let the fund manager organize itself to always ensure professionalism and efficiency.

b. The fund manager may create a shortlist of all the potential candidates that may become LPs
based on a priority filter (closing probability, potential commitment amount, time-to closing,
etc.).

c. In general, the fund manager must also consider the time needed for each investor since it
greatly varies (a corporate may take less than 6 months to confirm its subscription, a high net-
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worth individual may confirm his desire to invest in a couple of weeks, or an institutional investor
may carry its process for more than a year due to regulatory and compliance procedures in its
process).

d. It is wise to collaborate with attorneys and other third-party providers to create the most
appropriate fund entity structure and offering documents before engaging with potential
investors, since they may ask for them in subsequent steps.

e. In general, before engaging with potential investors, it is recommended that the fund manager
at least reviews a public DDQ to understand what kind of questions may arise at the time of the
meeting, thus increasing the success probability of achieving a second and/or third “deep-dive”
meeting.

f. Itis important for the fund manager to understand the synergies that his/her investment thesis
will create with the overall objectives of prospective investors. For example, an institutional
investor that has a portfolio of aggrotech companies, may not find suitable an investment thesis
that invests in the healthcare industry only. In that case, the institutional investor might not be
able to continue the process since it does not “fit” within its investment mandate. In order words,
potential LPs behave in the same way as the fund manager when approaching target
companies.

2. First pitch. Once the fund manager has scheduled its first meeting with the potential investor, the most
important thing to remember is that the first meeting is about knowing and understanding the fund
manager, not the fund. As such, these meetings should be approached from a “human or social”
perspective (there are a couple of instances where this is not the case). The first and most important thing
to remember is that the fund manager must transmit the idea that he/she is a trustable partner (people
are more likely to buy something from someone they like and trust). Therefore, the meeting should focus
on describing the firm, the people behind it, and the value proposition (why does the fund manager
believe that this person/entity should become an LP).

3. Discussion of Terms (optional). In some cases, the investor may ask the fund manager to send additional
information to better understand the opportunity (but not as much as the amount of information
requested in the due diligence step). Although this may seem a forward step into the process, it is not
the due diligence stage, so the probability of an investor backing out of the deal continues to be high. In
this step, a key element is to provide the requested information as fast and as complete as possible. It
may be possible that the investor requires approval from a committee or a board of directors to continue
the process. It may be possible that this step is not done until the due diligence is finished. It all depends
on the investor, so the fund manager must be prepared to adjust its strategy accordingly. A key step then
is to understand as early as possible how the process works with each investor.

4. Pivot and negotiate terms. Occasionally, the investor may be interested in pursuing a deal with the fund
manager, but, because due diligence efforts are a very time-consuming process, the investor may opt to
pre-negotiate the terms and conditions that must be included in the subscription documentation should
the investor accept to become an LP. This step benefits the investor because it will negotiate the most
important terms that he/she will not back off from, which will expedite the decision-making process (if
the fund manager does not accept a particular clause, then the investor can terminate the process
without incurring additional expenses or time). Should the fund manager encounter a process with a
step embedded in it, it is recommended that the discussion should be performed with the inclusion of
his/her legal attorneys.
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5. Due diligence. This step has the same objective as the due diligence that the fund manager uses to
assess potential investment opportunities: the investor will ask the fund manager to compile a large set
of documents and deliver it to the investor; he/she will then analyze and assess the information and
request frequent meetings to discuss the findings of the information delivered to detect potential risks
or red flags. More information is available in the following sections to this chapter.

6. Subscription process. Once the due diligence successfully concludes, the investor does not have a
reason to not invest, and it has sought approval from a governing body (which is mentioned earlier in this
document that could happen before or after the due diligence is executed), the investor will formally
request to become an LP, in which case the fund manager will proceed to i) arrange the paperwork and
send it to the investor, ii) perform KYC processes, or; iii) arrange any other customary procedure (for
example, seek approval from the advisory committee, although this is something that should not be
pursued since it is a quite inefficient effort) to approve his entrance as an LP. More information is available
in the following sections to this chapter.

DATA ROOMS
& INVESTOR DUE DILIGENCE

In the same manner, the fund manager assess an investment opportunity by executing due diligence efforts, the
investor might engage in the same procedures to understand the fund manager, its previous performance, and
overall, to make sure that i) the fund manager understand what it is doing (particularly if the fund manager is a
“first time fund manager”), ii) the fund has the correct assets/philosophy/strategies to execute the described
investment thesis, ii) understand previous performance and value drivers that the fund manager has generated
for its portfolio companies, iii) competitive advantages, iv) detect risks (conflict or interests, cases of misconduct,
pending/current/previous litigation procedures and v) understand the legal framework of the fund and how it
affects the investor's distribution proceeds.

As such, the following section describes strategies, recommendations, and instructs about how to approach this
step in the most efficient manner:

1. Itisrecommended to fill-out the ILPA due diligence questionnaire template (found in its website) before
engaging with potential investors, since it is the most used question bank in the industry, and many
investors use it to construct their own version of the questionnaire. Even if the fund manager expects
that shortlisted investors may not use it, the document provides a thorough list of topics that the fund
manager must assess to correctly execute the fund’s strategy and its investments. In that case, the
guestionnaire will become a good “sanity check” for the fund manager’s strategy.

2. Most institutional investors have a big DD Information Questionnaire (DDQs) that ask information about
the fund manager, the fund structure, the markets in which the fund will be investing, the sources and
tools used to conduct the investment strategy, to name a few sections. The investor will not move forward
into the process until such a questionnaire has been completely fulfilled in a timely manner. Consider
prioritizing resources to fill the questionnaire as quickly as possible to avoid any delays in the overall
process.

3. Most investors will request that all information exchange shall be put inside a “Data Room,” a place
(mostly an online storage folder) where the investor will request the fund manager to store all documents
that are related to the due diligence process. A few recommendations in this regard:
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a. Keep the info labeled to the investor who is entitled to receive it. If possible, watermarked the
most sensitive files to avoid careless use of the documents.

b. Review conflict of interests for material, non-public information (signing an NDA might be an
excellent choice given the level of sensitivity of the information shared).

c. Information requests are unpredictable and could result in a prolonged process. This process is
facilitated when the fund manager carefully effectively assigns human resources to the process.
In other words, the fund manager must arrange its team in such a way that the team, i) will be
the same attending the investor throughout the whole process, ii) will not be overwhelmed with
the amount of workload, ii) is knowledgeable about what information must be sent, how to
create it and where to send it.

d. Asthe fund manager engages with more investors in the due diligence stage, it may realize that
the information that is requested by all of them is the same (and most certainly, it will be the
case). When this happens, the fund manager must not send the same type of documentation to
all these investors, because although the information might be virtually the same, investors have
different approaches to address the information requested. The investor might not then be
satisfied with the way information was sent, and that could hurt the overall fundraising process,
since the investor might be required to re-send all information with the appropriate structure.

e. The fund manager must be prepared, from a time perspective, to attend many calls, meetings,
and on-site revisions, since the investor will consider this stage as the most critical for purposes
of confirming its subscription as an LP in the fund.

THE SIDE LETTER

It may be that, as a condition to invest, the investor might require the fund manager to sign a side letter. A side
letter is an agreement that is not part of the underlying or contract (such as the fund’'s agreement), and which
some or all parties to the contract use to reach agreement on issues the primary contract does not cover or that
need clarification or to amend the primary contract. As part of the fund'’s legal framework, side letters should be
under similar controls to any other contractual agreement, as they can have significant financial or operational
impact, or expose the organization to risks of many types.

The reason some investors might negotiate a side letter is, for the most part:

1. Toforce the fund manager to attend certain customary regulatory procedures that the investor needs as
part of its own operational framework.

2. Tochange material terms and conditions of the fund (such as the management fee percentage).

3. Restrict or refrain the fund manager from doing certain actions (restriction on investments, on activities
of the managing partner, conflict of interest resolutions, etc.), or embed additional clauses that are not
addressed in the agreement.

The general strategy of signing side letters is to avoid them as much as possible, due to the peculiar way these
contracts are addressed in case a problem arises (a side letter has the same force as the underlying or primary
contract. However, the validity of side letters has been denied by some courts in specific circumstances).
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A clause that the fund manager must be mindful of is the “Most Favored Nation” clause. Whenever a side letter
offers this clause, it will state that the investor will have a “non-discriminatory right” to gain access to all rights
that the fund manager has negotiated with other investors that have a better benefit for them. In other words,
whatever the fund manager has negotiated with another investor that has a greater, positive impact, it will also
apply to that investor as well.

While side letters and MFN rights add to the obligations and administrative duties of the fund manager, the side
letter process may be made more manageable through careful consideration of appropriate side letter recipients
and by limiting the scope of side letter provisions granted. Please consider the following practices:

1.  Begin the formation process with a clear side letter strategy. Prepare a road map setting out who will
receive side letters and MFN rights, and the scope of such MFN rights, and determine which team
member will be responsible for monitoring compliance with side letter obligations and managing the
MFN election process.

2. Consult with legal counsel regarding appropriate terms in the partnership agreement. Disclose the
potential use of side letters in the private placement memorandum and ensure that the fund's
agreement permits the use of side letters.

3. Standardize terms across letters. Standardizing side letter language to address areas of overlapping
concern will ease monitoring and compliance burdens and limit the number of provisions available for
the MFEN election.

4. Consider including applicable side letter requests in the partnership agreement. Doing so will cut down
on the number of side letter provisions granted, ease the administrative burden, and reduce or eliminate
the MFN election process.

5. Tailor side letter provisions to specific facts and circumstances. Avoid generic provisions, confirmation of
terms set out in the agreement, and broad obligations regarding “in favor of” provisions that address the
needs of a LP. For an LP seeking side letter comfort with respect to compliance with applicable law,
regulation, or policy, require acknowledgment of the application of such law, regulation, or policy in the
side letter.

6. Additionally, for a limited partner seeking side letter comfort based upon its internal policy, seek
confirmation that the policy is formal, in writing, and applicable to all similar investments.

7. Consider preparing a side letter summary. Summarizing side letter obligations in one document can
provide an easy point of reference when negotiating side letter provisions with subsequent investors and
for monitoring (and complying with) side letter obligations, particularly in circumstances where there are
numerous side letters. Such summary should include each side letter provision granted, without
duplication (such that any provision found in more than one side letter appears only once in the side
letter summary), and, for compliance purposes, should note the beneficiary of each provision.

SUBSCRIPTION
PROCESS

Upon confirmation of an investor to become LP in the fund, the following process is executed by the fund
manager to integrate such investor into its LP base:

A few considerations regarding the process:
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1. Inthe confirmation stage, the fund manager must understand if the confirmation is binding, and if it has
a timeframe attached to it (most institutional investors and corporates provide a timeframe in which the
fund must confirm its entrance, otherwise, it will be considered null and the whole process might start
again).

2. The side letter is signed at the same time as the subscription agreement, so the fund manager must
make sure that the contents of the Letter have been thoroughly reviewed and that a “definitive version”
has been agreed upon by all parties.

3. When calling capital, the fund manager must remind itself that the investor is bound by the same terms
and conditions stated in the agreement. As such, the fund manager must make sure that the investor
has sufficient liquidity to attend the capital call notice. As a rule of thumb, the investor has close to fifteen
business days to contribute the called capital to the fund.

INVESTOR KYC

When the investor confirms its participation as an LP into the fund, the fund manager must execute a “Know-
your-Consumer” process to understand who the investor is, where does the investment proceeds come from, if
the investor has the sufficient knowledge, assets and risk sensibility to withstand potential losses from such
investment, and overall, to create a “profile” of the investor to understand who the investor is, for both internal
and regulatory purposes.

It is important to understand that the KYC process must be carried out according to regulatory procedures
described in the fund’'s agreement, as well as the legal framework of the country that the fund structure is
incorporated in. The fund manager must understand the requirements that the legislation states for purposes of
constructing this “investor profiling” and making sure that the investor has fulfilled, from a legal perspective, the
requirements that are necessary to become an investor in the fund. A basic template is attached to this Manual
and shall be modified by the fund manager to comply with the appropriate regulatory framework.

DATA SECURITY
& CLASSIFICATION

It is expected that the fund manager will use both internal and external information sources to manage the fund
daily. The information should be safely stored and classified as it manages stakeholder's material and non-
material information (from both public and private sources). It is recommended that the fund manager use the
following classification list to understand which information must be treated as confidential, and develop a policy
that contains safe locking mechanisms and restricted access to employees depending on the priority level of
confidentiality:

Data security is often overlooked or managed informally, especially for private capital funds with lean operating
teams. However, even in small operations, a single breach, miscommunication, or exposure of confidential
material can damage trust with stakeholders, violate legal obligations, and undermine the fund'’s professional
credibility. This section outlines the core principles and practical steps needed to implement a proportionate and
effective data classification and security framework, adapted to the operational reality of private capital funds.
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The first step is to define a data classification system that categorizes all information managed by the fund
according to its sensitivity and appropriate handling procedures. At a minimum, the fund should consider using
the following classification levels:

Location of the
Information

Type of record

Examples Who may have access?

Public Non-Material
Information

Portfolio Material &
Non-Material
Information

Fund Operations

Stakeholder Material

Information

Market research

reports, news articles,

Financial statements,

Management reports,

Marketing
documentation

Fund Financial
statements, ledger
accounts, bank
statements

Subscription bylaws,
LP personal
information, bank
accounts, etc.

Everyone

Investment Team,
Operations Team
Investor Relations &
Marketing Team

Investment Team &
Operations Team

Investment Team &
Operations Team

Cloud storage service,
Internet (via bookmarks
and other location
services)

Cloud storage service that
is shared only with specific
employees. Logged
information about its
usage may be recorded.

Physical paper stored in a
secured compartment
with only a few keys.
Cloud storage service that
is shared only with specific
employees. Logged
information about its
usage is recorded.

Physical paperin a
secured compartment
with only a few keys.
Cloud storage service that
is shared only with specific
employees. Logged
information about its
usage is recorded.

When information is received, processed, and stored, the fund manager may use the following policy to
determine the risk, level of sensitivity and risk-mitigation strategies of the information used and the levels of
assessment that must be done to process each piece of information to avoid potential errors:
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Risk-mitigation rationale

Information
Completeness

Information
Accuracy

Information
Validity

Restriction of
Access

Batch totaling: transactions are
grouped and counted. After
input and processing, the batch
is compared against the initial
balance.

Sequence checking: transactions
are expected to be processed

Computer matching: Each
record entered for processing is
compared to a control file

One-for-one checking: Source
documents are compared to a
report of transactions.

Reasonableness check
Dependency check

Existence check

Manual authorization

One-for-one checking

Data security

File reconciliations

Detailed checking of data

The technique helps discover exceptions and un-
matched data

Detection of missing or
information

duplicate sequence

Unmatched records are reported to management.

Ensures that the transaction was processed once
and only once.

Data falls within predetermined limits.
The relationship among data elements is logical
Data is compared to a file of data for that file

An appropriate employee of the fund reviews and
approves the validity of each transaction.

Manual authorization could be checked on source
documents when executing such a policy, for
purposes of achieving the completeness and / or
accuracy of information processing objectives.

Information is only stored in approved offline and
online media.

Key employees may regularly reconcile file totals
with an independently maintained control to
ensure that unauthorized changes have not
occurred.

Period review of key data elements to ensure that
proper calculations are being made.

All sensitive data should be stored in a centralized, encrypted, cloud-based repository. This repository should

include version control, file activity logs, and two-factor authentication. Email and desktop storage of sensitive

documents should be avoided. Where feasible, sensitive communications (e.g., legal documents or investor

commitments) should be shared via secure links with password protection or time-limited access.
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It is also important to establish document labeling conventions that clearly mark the confidentiality level of each
file. Labels such as “Confidential - GP Only” or “Restricted — LP Communication” help prevent unintentional data
leaks and make handling expectations clear across the team.

The fund should implement a basic data governance policy, even if informal at the start. This policy should outline
data classification levels, user roles and access rights, offboarding procedures for departing staff, incident
response protocols, and minimum standards for cybersecurity hygiene (e.g., password rotation, phishing
awareness, secure file-sharing practices).

In parallel, the fund manager should educate team members and contractors on these protocols through
onboarding, checklists, and periodic reminders. Many data breaches result from human error rather than system
failure.

Finally, the fund should adopt a proactive disclosure mindset when dealing with LPs. LPs may request access to
sensitive fund or portfolio data; the fund manager must balance transparency with confidentiality by sharing
anonymized or aggregated data, redacting sensitive information, or requiring confidentiality agreements for
one-off disclosures. Where the fund’'s governing documents contain specific confidentiality provisions, these
should take precedence.

EXPENSE
CATEGORIZATION

Accounting for expenses and income in private equity funds at the fund level is not a particularly challenging
task, since the amount of these events are easily registered, quick to calculate and have a low volume (compared
to a traditional company). The fund manager must expect a few expenses-based invoices each quarter, and these
expenses can be legal fees, tax advice, fund administration services (if accounting has been outsourced to a fund
administrator) or other professional fees.

Nevertheless, it is important to understand that the most significant expense is the management fee, which is
the most important in terms of value and scrutiny, since LPs will carefully follow the calculation, disbursement,
and use of this fee during the fund’s term. The fund manager’'s administration entity, however, will have a high
volume of income and expenses, and as such, the most essential element in this section is to understand that
expenses carried out by the fund will be different from those borne by the manager's management company,
and should not be mixed in the process. A simple rule must then be followed: The fund manager must keep every
transaction separate on an entity level (fund’'s expense transactions must be processed separately from those
transactions that are executed in the management company).

Organizational expenses, which may be expenses defined in the bylaws, are preliminary expenses or
establishment costs that are incurred when establishing and organizing the fund and the sale of interests (in the
case of a partnership), including all out-of-pocket, legal, accounting, printing, travel and filing fees and expenses,
but usually excluding placement fees. In some cases, it is specified that organizational expenses should be
paid/incurred by the fund and if the general partner (GP), the manager or its affiliates pay on behalf of the fund,
the fund should reimburse them by recharging those expenses to them.
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The amount of organizational expenses to be incurred by the fund may be limited either in absolute terms (for
example, a capped amount), as a percentage of the size of the fund or the lesser of these. Excess
organizational/preliminary expenses/establishment costs mean the amount of organizational expenses has
exceeded the preestablished threshold, in which case, the surplus of that amount will be borne by the fund
manager, often through the management fee.

Fund expenses, also referred as partnership expenses or ongoing expenses, are incurred by the fund, or arise out
of its operations and activities. Examples of fund/partnership/ongoing expenses are as follows:

1. Legal, custodial, administrative, and accounting expenses, including expenses associated with the
preparation of the fund’s financial statements and tax returns and reports.

Auditing, banking, and consulting expenses.

Costs of investor reporting and annual meetings.

Appraisal expenses related to the fund's assets and potential investments.

Investment due diligence fees and expenses related to organizing special purpose vehicles (SPVs).
Advisory committee expenses.

N oA W

Taxes and other governmental charges, fees, and duties payable by the fund (including value-added tax

(VAT) for European funds), other than taxes withheld from distributions to the partners or otherwise paid

by them.

8. Insurance premiums protect the fund, usually to the extent that the cost of a premium is not reimbursed
by a portfolio company or third party.

9. Costs and expenses of winding up and liquidating the fund. In some cases, these wind-up/termination

costs/expenses may be separated from the fund/partnership/ongoing expenses.

Like organizational/preliminary/establishment expenses, these are to be paid/incurred by the fund and if the GP,
manager, or its affiliates pay on behalf of the fund, the fund should reimburse them. Although they are usually
both borne by the fund, the fund/partnership/ongoing expenses do not include and are separated from the
organizational expenses (and sometimes the wind-up costs/expenses) which may be treated differently for
accounting purposes under different GAAPs. Although nowadays they tend to be treated by most recognized
accounting frameworks as a current expense as opposed to amortizing it over a period.

The fund may incur in other types of expenses that may differ in the calculation and recognition as per the bylaws’
rules. It is recommended that the fund manager carefully select and prioritize which expenses will be most likely
incurred during the life of the fund, so that the proper wording can be introduced in the bylaws. The following
list explains several types of expenses that are used in Private Equity and Venture Capital accounting:

1. Placement fees. These fees are paid to (or due to) placement agents in connection with the marketing
and sale of partnership interests (or company’s shares, depending on how the fund is structured).
Fund/partnership/ongoing expenses do not usually include placement fees which are usually borne by
the fund manager, the reason being that as they are similar to a marketing expense to market the fund
and because the fund expenses are typically funded by the LPs through drawdowns, it would not be
fair to expect investors to pay the bill for finding other investors.

2. Deal costs. These expenses are related to the acquisition of portfolio investments or as lawyers refer to
them, “consummated portfolio investments.” They often fall within the definition of and are listed in the
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examples of fund/partnership expenses and would typically include due diligence, legal and tax advice,
evaluation, acquisition, holding and disposition in relation to portfolio investments, usually to the extent
that such fees and expenses are not reimbursed by a portfolio company or third party.

3. Broken deal fees. These costs are paid by the fund and relate to proposed but unconsummated
investments, or in other words, aborted deals, usually to the extent that such fees and expenses are not
reimbursed by a third party. As with deal costs, they usually fall within this definition and are listed in the
bylaws as an example of fund/partnerships expenses and would typically include items like the deal
costs/expenses, only for deals that have been aborted.

INVESTOR & CAPITAL
ACCOUNT MANAGEMENT OVERVIEW

This section outlines two major relationships between the fund manager and LPs. The first one will be related to
the management of the LP's capital account, which is related to how the investor will contribute capital, how the
fund manager will ask for those contributions, and the description of the performance of such contributions
throughout time. In other words, the first relationship is capital-based and how it will impact the fund’'s cash
reserves (capital calls) and the investor’s cash performance (described through the “Capital Account Statement”).

The next relationship describes how the information will be exchanged between the fund manager and LPs. Most
of the time, LPs will have a right to conduct activities that may help them understand the performance of the
fund by requesting certain information documents that may have to be prepared by the fund manager (in
addition to the standard quarterly and/or annual information packages). This section also describes how the fund
manager should approach those requests, as well as recommmendations regarding the sensibility of the requests,
the process behind attending those requests, and the implications of providing that information to LPs.

CAPITAL CALLS

Subject to rules established in the fund'’s bylaws, the fund manager will issue a “Capital Call Notice”, a document
that describes the amount of capital that each LP must contribute to the partnership to i) make a new or follow-
on investment, ii) pay for expenses described in the bylaws, and/or iii) make customary contributions that fulfill a
particular requirement from the fund manager. These amounts are typically pro-rated according to each LP's
ownership percentage of the fund and are followed by a set of guidelines and restrictions outlined in the bylaws.

The fund manager must make sure that the following conditions are met before issuing a “Capital Call Notice™:

1. The fund manager must consider the liquidity status of the fund. Current bank account balances
expected proceeds from a potential sale of a portfolio company, and contributions from late LPs (or the
lack thereof) should be considered before proceeding to calculate the total amount that will be
contributed from all LPs. Since each contribution is used for purposes of calculating returns (and
therefore, the total waterfall scheme), it would be wise then to maintain the least possible amount
reserved in the bank account, since that money has a cost equal to the preferred return of the total
distribution waterfall.
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In each

The fund manager must consider defaulting investors or those investors that lag its contribution
schedule. In most funds, the general rule is that all capital call notices are based on a pro-rata calculation
(each partner contributes an equal percentage of its commitment); if one investor has not completely
contributed its corresponding share, or if such investor becomes a defaulting partner (they cannot pay
any current, previous or future calls anymore), the fund then might not be able to fulfill its investment
schedule and/or fail to provide the adequate budget to the fund manager to continue its operations. If
the fund manager falls into any of the situations previously mentioned, the fund manager must make
sure that the bylaws have the possibility to call additional capital from those non-defaulting LPs to fulfil
their obligations towards its portfolio companies.

The fund manager must consider the timeframe of each capital disbursement and the number of Capital
Call Notices issued each year (or at least on a quarterly basis). It is recommended that the fund manager
prepares a “disbursement schedule”, a document describing the number of disbursements that the fund
will make throughout the year, who will be receiving those disbursements, the expected date of transfer,
and the use of such proceeds (whether that capital will be used as an investment or expense), to
understand how many notices should the fund manager issue, when should he/she send them and the
expected timeframe that these notices will be fulfilled (a typical notice has a 15-day fulfillment
requirement) that should be in line with the expected dates of disbursement. The fund manager should
try to issue notices that have similar timeframes between them so that LPs can have sufficient time to
complete them and avoid urgent notices as much as possible.

notice, the fund manager should consider the following as a general practice:

Transaction details should be presented from an accounting perspective, consistent with how the
transaction will be accounted for within the fund's records. If the fund manager is calling an estimated
account, a reconciliation of such estimation should be presented in the next notice and how it might
impact the LP’s capital account balance.

The fund manager should always include information about the LP's unfunded commitment, cumulative
contributions, and cumulative distributions.

At a minimum, the notice should describe the cumulative amounts that have been called for a particular
item (such as a portfolio company investment or an expense allocation), information about the
calculation of management fees (including offsets and cumulative balances), waterfall details that affect
the overall balance of the LP account, LP's share of the fund, as a percentage of aggregate commitments,
the overall balance of the LP (whether it is up to date with contributions or has any preceding pending
amount to be contributed) and any other indicator LPs must understand and that relates to the status
of their contributions.

LP REQUESTS
& ACCESS TO INFORMATION

Subject to the bylaws’ clauses regarding access to records, accounts and other information produced by the fund

manager, LPs will generally have the right to ask information about the status of their investments, which might

require

the development of certain documents by the fund manager which are additional to those that are

normally issued on a quarterly or annual basis. As such, it is recommended that the fund manager reviews the

rights and obligations outlined inside letters and other customary documentation that current and/or potential
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investors might request and integrate them into the reporting framework to avoid time constraints or a sudden
spike in workload.

Before the subscription process, the fund manager must have conducted a KYC procedure to understand,
among other things, the objectives that investors are expecting to achieve with the investment. In that
procedure, the fund manager must make sure that there are no potential conflicts of interest that may arise from
such commitment. For example, an investor could be an LP of another fund that is a direct competitor to the
fund manager and could use quarterly reports to disseminate information.

In those instances where the fund manager may realize that the information shared may become a potential
conflict of interest, it is recommended that the fund manager discusses the scope and limits about the
information that these investors might get in quarterly or annual reports (particularly for information about the
portfolio companies) since that information may be misused and could damage the performance of the fund. A
quick way to resolve those situations is to create a report where the information regarding the LP’s individual
investment performance is thoroughly disclosed, except for the information that describes the overall
performance of the fund or each individual portfolio company; the fund manager may use indexes (meaning a
time series will describe the performance of indicator that starts in the year in which the fund invested in that
particular company and will have a baseline of 1 or 100%) to describe the growth and performance of those
companies or show charts that describe trends but will not disclose the units that describe such charts. As always,
these actions must be aligned with the appropriate terms described in the bylaws that relate to conflicts of
interest, information disclosure, and investor rights to avoid a potential violation of the bylaws.

The fund manager must create a formal procedure to attend any information requests initiated by LPs (such as
quarterly or annual reports): all information that must be disclosed as per the bylaws' clauses must have a
timeframe and a delivery framework that is sufficient for the fund manager to be able to complete in a timely
manner. For any information that is additionally requested and that it is not found in the bylaws' framework, the
fund manager must have the following process to assess a request and process it with the uttermost care since
the data inputs to be used might be sensible to other parties, such as LPs and portfolio companies:

For example, a request is initiated by LP describing that it needs information about the ratio of female employees
to male employees for each portfolio company. In the next step, the investment team would analyze the request
and confirm whether it can provide the information given the scope of the request. If so, then, before compiling
the report, Key Persons must make sure that the information can be completed by answering the following
questions:

1. Do we have the data needed to develop and deliver the request?

2. Will the information requested not result in a breach in any confidentiality agreement with the party
involved (in this case, all portfolio companies)?

3. Will the information be available in a timely manner and within the expected timeframe visualized by
the LP?

If the Key Persons answer a “Yes” to each question described above, then the investment team would carry on
and fulfill the request, otherwise, the Key Persons will have to discuss with the LP about the potential negative
implications of such a request that could damage the fund'’s performance or any other third party.
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TIPS AND RECOMMENDATIONS

10.

1.

12.

13.

14.

Centralize investor information in a secure system. Maintain a centralized repository for each LP’s legal
name, capital commitment, contact details, capital account history, and side letter obligations. This helps
ensure clean audit trails and simplifies reporting.

Implement a version-controlled capital account tracker. Use structured Excel files or fund admin tools
that log all capital calls, distributions, fees, and NAV allocations by investors. Always record date, amount,
purpose, and document reference.

Reconcile accounts at least quarterly. Even if official reporting is annual, update internal records each
quarter to capture accruals, changes in fund value, and any investor-specific adjustments.

Differentiate between committed, called, and distributed capital. Ensure clarity in investor reports by
clearly showing total commmitments, capital called to date, capital remaining, and any distributions or
returns.

Track and respect side letter provisions. Create a checklist or matrix of investor-specific obligations
(e.g., reporting format, co-invest rights, opt-outs). Failure to comply can create reputational and legal risk.
Create capital call notices using a consistent, professional template. Each call should include the
amount, date, due date, purpose (e.g., investment, fees), wire instructions, and point of contact for
questions.

Confirm receipt of capital calls and distributions in writing. A short confirmation email or automated
message ensures clarity and reduces disputes.

Disclose NAV calculation methodology to LPs. L Ps may question how their capital account balances
are derived. Be transparent about how you apply fair value updates, fund expenses, and management
fees.

Plan distributions and capital calls strategically. Avoid calling capital shortly after making distributions
unless strictly necessary—this raises questions about planning and cash management.

Prepare for capital account audits or LP spot checks. Maintain a “ready-to-share” folder with samples
of capital call letters, distribution notices, and reconciliation logs.

Segment investor communications by profile and expectations. Not all LPs have the same level of
sophistication. Tailor the depth of reporting accordingly, but keep core financial data consistent.

Keep LPs informed of upcoming capital activity. Where feasible, provide informal heads-up emails
before issuing capital calls or distributions—especially with public or institutional LPs.

Cross-check capital account data with the fund administrator (if applicable). If you outsource fund
administration, reconcile your records with theirs at each quarter and year-end to catch discrepancies
early.

Use investor communication to reinforce professionalism. Every capital account statement or capital
call is an opportunity to demonstrate operational maturity, responsiveness, and transparency.
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DEFINITION
OF MAIN TERMS

This section presents the key definitions used throughout the manual to ensure a common understanding of the
terminology specific to the private capital industry. These definitions are designed to support clarity for fund
managers, LPs, advisors, and ecosystem actors operating in the Caribbean context. Where applicable, terms
reflect internationally accepted standards (such as those used by the Institutional Limited Partners Association,
IPEV, or development finance institutions), while also accommodating regional adaptations and practical
interpretations relevant to emerging markets. These definitions should be used as a reference point when
reviewing legal documents, designing fund policies, or engaging with stakeholders across the fund’s lifecycle.
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Definition of Main Terms

The written agreement between investors and the fund manager who join as partners
to form and execute a for-profit business. Among other things, it states the 1) nature of

XA the business, 2) capital contributed by each partner, and 3) their rights and
responsibilities.
Advisory A group of LP representatives who oversee conflicts of interest, governance issues, or
Committee amendments to fund terms.
A portion of the total fund's commitments that will be used for a specific purpose
Allocation established either in the term sheet or any other subscribing documentation, such as a

side letter.

An early LP, often a DFI or public-sector entity, whose participation provides credibility

Anchor Investor B .
and catalyzes commitments from other investors.

Any capital amount raised by entrepreneurs that is financed by angel investors. Angel

LI A e rounds typically occur at early stages of a startup’s funding cycle.

A structuring approach that uses catalytic capital from public or philanthropic sources
Blended Finance to mobilize private investment in emerging markets or underserved sectors. Often used
to de-risk VC funds.

A small investment amount that is raised by entrepreneurs between two large rounds
(for example, raising capital between a Serie Seed and a Series A round). The amounts of

Bridge Round such rounds are not pre-defined but are used by entrepreneurs in situations where their
track-record is not sufficiently attractive, or ready enough to raise a large investment
round.

The written agreement between investors and the fund manager who join as partners
to form and execute a for-profit business. Among other things, it states the 1) nature of

=TT the business, 2) capital contributed by each partner, and 3) their rights and
responsibilities.
. A formal request by the GP for LPs to contribute a portion of their capital commitment.
Capital Call .
Also referred to as a drawdown notice.
Capital The total amount an LP agrees to contribute to the fund over its life. It is typically drawn
Commitment down in branches through capital calls as investments and expenses occur.

Carried Interest The portion of profits (typically 20%) allocated to the GP after LPs have received their
(Carry) preferred return (hurdle rate). This aligns incentives between GP and LPs.

The aggregate amount of cash agreed to be contributed as capital to the fund by an
Commitment investor and the amount of cash agreed to be contributed as capital to the fund by the
fund manager pursuant to the fund’s bylaws.

Convertible A debt instrument that converts into equity under specified conditions, usually at the
Note next financing round. It may include discounts, interest rates, or valuation caps.
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It is a form of short-term debt that converts into equity upon a triggering event (a
subsequent investment round, or the holder’s decision upon maturity). In other words,
the investor lends money to a startup with the option of either i) having a return in the
form of principal plus interest, or 2) converting such principal and interests into equity at
pre-defined valuation terms.

A comprehensive assessment of a company’s legal, financial, operational, and strategic
risks before making an investment decision.

Any company that, subject to the fund manager’'s assessment and criteria, is entitled to
receive investment from the fund.

The estimated market value of an investment, typically determined using IPEV
Guidelines. Fair value is used for NAV and performance reporting.

The last date on which the fund may accept capital commmitments from new LPs, as
defined in the fund'’s LPA.

The point at which the fund has secured sufficient legally binding commitments (usually
20-40% of the target size) to begin operations and deploy capital.

The operational and financial back-office management of the fund, including capital
account tracking, audit preparation, NAV calculations, and investor reporting. This
function is often outsourced.

The full duration of a fund's activities, typically ranging from 8 to 12 years, including the
investment, monitoring, and exit periods.

An investment firm that will be selected by the sponsor to become the sole manager of
the investment vehicle described in this document.

An investment vehicle that allocates capital into multiple funds rather than investing
directly into companies. May function as LP in PE/VC funds to diversify exposure.

The entity responsible for managing the fund, making investment decisions, and
representing the fund to third parties. It holds fiduciary responsibility for the fund'’s
performance.

The minimum annual return LPs must receive before the GP begins to participate in
carried interest. Usually set at 6-8%.

Inter-American Development bank (including subsidiaries).

Quantitative and qualitative information to assess the portfolio and Fund Manager’s
social (including labor), environmental, or governance compliance with requirements /.

Quantitative and quality information reflecting the positive development outcomes
reached by the Fund Manager and the portfolio companies.




CARIBBEAN
IMPACT MANAGER

Initial
Investment
Round

Investment
Committee (IC)

Investor /
Limited Partner
/LP

KISS

KYC (Know Your
Customer)

Limited Partner
(LP)

Management
Fee

Monitoring Plan

Net Asset Value
(NAV)

Option/Warrant

Partners

Portfolio
Company

Portfolio
Construction

Private
Placement

Angel WIDB \IIDB Invest &3IDB|LAL

The first commitment the fund makes and honors to a portfolio company.

A governance body responsible for reviewing and approving proposed investments. May
include internal and independent members.

The persons and/or entities admitted as partners of the fund.

“Keep-it-Simple Security” is an agreement between a company and an investor that
states the mechanisms and conditions for an investment: The investor invests money in
the company and, in exchange, receives the right to purchase shares in a future equity
round when it occurs. It is a hybrid

vehicle that has included many characteristics of both equity and convertible notes.

A compliance process used to verify the identity of LPs, GPs, and counterparties, often
required by law or internal AML (anti-money laundering) policies.

An investor in the fund who commits capital but has no role in day-to-day management.
LPs are entitled to reporting, governance protections, and return participation.

The fee charged by the GP to the fund to cover operational expenses. Typically calculated
as a percentage of committed or invested capital (e.g., 2% per annum).

A structured framework used by the fund to track the performance, risks, and progress
of each portfolio company post-investment. It often includes KPIs, reporting schedules,
and support activities.

The total value of the fund’s assets minus liabilities, typically expressed on a per-share
basis and used in investor reports.

It is a certificate issued with a security giving the holder the option of buying a stock at a
certain strike price for a certain period. Warrants are issued by companies during a round
of financing as an added incentive to buy a security; they are not issued by individual
investors or brokerages.

Both investors and fund managers.

Any company that has been invested by the fund.

The intentional design and management of the fund’s investments to meet strategic
objectives such as diversification, risk-return balance, sector allocation, and geographic
exposure.

A legal document provided to potential investors outlining the fund's structure, strategy,
risks, and terms. Often used during fundraising.
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An investor that i) must not be a first or second-degree relative or relationship of the
founding team (basically, no family & friends); ii) has immediate liquidity to disburse
capital to the company; iii) is not found on any sanction lists approved by sponsor; iv) is
not a politically-exposed person, and v) must not have been part of any past, pending or
ongoing, criminal or administrative proceedings, or investigations against him/her.

The practice of reinvesting capital proceeds (e.g., early exits or returned capital) back into
the fund’s investment pool during the investment period, often to maintain momentum
or optimize capital use.

It is an agreement between an investor and a company that provides rights to the
investor for future equity in the company without determining a specific price per share
at the time of the initial investment. The SAFE investor receives the futures shares when
a priced round of investment or liquidation event occurs. SAFEs are intended to provide
a simpler mechanism for startups to seek initial funding than convertible notes.

A convertible investment instrument commonly used in early-stage funding rounds. It
allows an investor to convert their investment into equity at a future financing event.

Any capital amount raised by entrepreneurs that is financed by the first wave of
institutional investors. These rounds are normally used to validate the company’s
business model and prepare it to grow exponentially.

A large amount of capital raised by entrepreneurs that is typically used to grow the
company to higher levels. These rounds normally include institutional or high-profile
investors, and they are considered as a “sign” of success because the startup is on its way
to surpass the Valley of Death (a region where cash flows are negative, and risk of failure
is high).

A supplemental agreement between the fund and a specific LP that grants customized
rights, ligations, or exemptions not included in the LPA.

Any public, private or multilateral organization that is interested in pursuing the
establishment of such a fund. The sponsor will oversee applying the contents of this
Manual and evaluate the outcomes soon.

Non-financial support provided to portfolio companies—such as training, legal advice,
etc.—often funded separately by donors or development institutions.

A non-binding summary of the proposed terms of an investment agreement between
the fund and a portfolio company. Precedes full legal documentation.

An accounting adjustment that reduces the fair value of an investment due to
underperformance or impairment. A write-off indicates the investment is considered
lost.
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