
FAQs On Demand

What is the difference between a PPM
and an investment fund operating
agreement?

A Private Placement Memorandum (PPM) and an Investment Fund Operating Agreement are
both legal documents used in the establishment and operation of investment funds, but they
serve different purposes and contain distinct provisions. Let's explore the differences between
the two:

1. Private Placement Memorandum (PPM):
• Purpose: A Private Placement Memorandum (PPM) is a confidential legal document

that provides detailed information about an investment opportunity to prospective
investors. It is used to disclose information about the investment fund, its
investment strategy, risks, terms, and conditions to potential investors.

• Contents: A PPM typically includes sections on the fund's objectives, investment
strategy, management team, risk factors, fee structure, terms of the offering, legal
and regulatory disclosures, and subscription procedures. It provides investors with
the information they need to make an informed investment decision.

• Legal Compliance: PPMs are often required to comply with securities regulations,
such as Regulation D under the Securities Act of 1933 in the United States, when
offering securities in a private placement. They must adhere to specific disclosure
requirements and legal standards to ensure that investors receive accurate and
complete information about the investment opportunity.

2. Investment Fund Operating Agreement:
• Purpose: An Investment Fund Operating Agreement, also known as a Limited

Partnership Agreement (LPA) in the case of a limited partnership structure, is a
legal contract that governs the operation and management of the investment fund.
It establishes the rights, responsibilities, and relationships between the fund's
investors and the General Partner (GP).

• Contents: An Operating Agreement outlines key provisions such as the fund's
organizational structure, capital contributions, profit and loss allocations,
management and decision-making authority, distribution policies, rights and
obligations of investors and the GP, governance procedures, and dispute resolution
mechanisms.

• Legal Compliance: Operating Agreements are drafted to comply with applicable
laws and regulations governing the formation and operation of investment funds,



as well as the terms and conditions agreed upon by the fund's stakeholders. They
are legally binding contracts that govern the rights and obligations of the parties
involved in the fund.

Key Differences:
• Purpose: A PPM is a disclosure document used to provide information to prospective

investors, while an Operating Agreement is a legal contract that governs the operation
and management of the investment fund.

• Contents: A PPM contains information about the investment opportunity, risks, and
terms of the offering, whereas an Operating Agreement outlines the rights,
responsibilities, and relationships between investors and the GP.

• Legal Compliance: PPMs must comply with securities regulations and disclosure
requirements, while Operating Agreements are drafted to comply with applicable laws
and regulations governing investment funds and the terms agreed upon by the parties.

In summary, while both a Private Placement Memorandum (PPM) and an Investment Fund
Operating Agreement are important documents in the establishment and operation of
investment funds, they serve different purposes and contain distinct provisions. The PPM
provides disclosure to potential investors, while the Operating Agreement governs the rights
and relationships between investors and the fund's management.
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