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The Evolution of Liquidity 
Solutions in Private Markets

Travers Smith LLP Sacha Gofton-Salmond
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including	requiring	general	partners	(GPs)	to	file	reports	within	
one	business	day	of	closing	a	GP-led	transaction.		In	February	
2022, the SEC published further, and extensive, proposals for 
the enhanced regulation of private funds which would also 
impact	 the	 GP-led	 secondaries	 markets.	 	 These	 proposals,	 if	
implemented, would require the use of fairness opinions to 
ensure that the pricing of any given transaction falls within a 
“range of reasonableness”; whilst this is something that is likely 
to be supported by certain investors participating in these trans-
actions, it will inevitably add layers of complexity and cost to 
the process.  A continued focus on liquidity solutions is to be 
expected from policymakers; for example, the recent boom in 
the number of single asset transactions over the last 12 months 
has	been	noted	by	 industry	participants	and	ILPA	is	planning	
to issue new guidance on these transactions to sit alongside the 
current	ILPA	Guidelines.

What are the Factors that GPs are Taking into 
Account in Assessing Liquidity Options?
There are a range of factors which will influence, or in some cases 
determine,	 a	 GP’s	 assessment	 of	 whether,	 and	 how,	 it	 should	
analyse the use of liquidity solutions.  Very broadly, however, a 
GP’s	motivations	will	 fall	 into	 three	buckets:	 value	 extraction;	
value creation; and optimising its future fundraising efforts.

The first of these is perhaps the easiest to analyse and under-
stand as it has been a consistent objective since the foundation of 
the secondaries market (when the market was almost exclusively 
focused	 on	 investor	 (LP)-led	 transactions	 in	 which	 investors	
would look to sell positions in individual funds or a portfolio of 
funds).  In participating in any transaction, a selling investor will 
be looking to achieve earlier than anticipated liquidity to lock in 
returns and enhance performance when measured by reference 
to internal rate of return (IRR) metrics.  Liquidity events also 
allow investors the opportunity to rebalance their portfolios to 
align with their own strategic objectives and investment priori-
ties and the chance to proactively manage the number and depth 
of	their	GP	relationships.		In	certain	instances,	a	changing	legal	
or regulatory environment (for example in relation to pruden-
tial regulation and solvency/liquidity requirements) has forced 
investors to modify their strategies and thus divest of certain 
positions within their wider portfolio.  Although none of these 
objectives are necessarily new, the breadth of the secondaries 
markets and therefore the growth in the number of potential 
counterparties has allowed these issues to be addressed in a 
more developed and time-critical manner.

Of course, in order for a selling investor to achieve its desired 
liquidity, there needs to be a buyer willing to transact.  There are 
a number of factors which will drive buyers within the second-
aries markets: at the simplest level, secondary purchases allow a 

Introduction
Ultimately, the increasing prevalence of liquidity solutions 
within the private capital markets is driven by the desire of both 
asset managers and institutional investors to make investments 
in closed-ended funds (traditionally private equity funds, but 
increasingly funds pursuing other alternative strategies) open to 
more sophisticated portfolio management techniques and more 
accommodating of the evolving objectives of market participants.  
Although motivations for seeking liquidity vary, the support 
within the market for these solutions can be clearly evidenced 
in the growth of the secondaries market: in 2020, 15% of global 
capital raised was for deployment into secondaries strategies,1 and 
in pure quantum terms the 50 largest fundraises of secondary 
capital raised $311.49 billion over the last five years,2 leading to 
$100 billion of dry powder capable of deployment in 2021.3

There are certain market factors which are driving the growth 
of the use of liquidity solutions; as increasing amounts of capital 
become concentrated in the largest funds, asset managers in the 
tiers below are searching for ways to differentiate their perfor-
mance, both in terms of the returns they are delivering to their 
investors and in demonstrating the value-add created through 
the proactive management of their portfolios.  Those managers 
are able to offer higher levels of sophistication by calibrating their 
portfolios through liquidity, top-up and co-investment opportu-
nities are giving their investors enhanced flexibility to moderate 
their exposure and achieve their return objectives.  Given the 
amount of dry powder in the market, there is inevitably conse-
quent competition for premium assets, which can put pressure 
on the manager’s ability, following exits from its portfolio, to 
source replacement assets which will deliver the intended multi-
ples within the traditional private equity hold periods.  The 
quantum and pricing of asset level leverage can also increase the 
challenge of meeting a fund’s investment objectives within orig-
inally envisaged timeframes.  Investor demand for liquidity, in 
addition to routine portfolio construction considerations, can be 
driven by a changing legal and regulatory environment or, given 
the prevailing macro-economic headwinds, by a decline in the 
value of their public market positions, which can in turn lead to 
an over-allocation to alternative strategies.  In either case inves-
tors may be driven to rebalance their portfolios and rationalise 
some of their alternatives positions.   

Inevitably, the rising use of liquidity solutions within the 
market has brought the issue into focus for certain industry 
bodies as well as regulators.  In April 2019, the Institutional 
Limited	Partners	Association	published	its	guidelines	on	GP-led	
Secondary	Fund	Restructurings	(the	ILPA	Guidelines),	setting	
out its recommendations on best practice in the context of certain 
of these types of transaction.  More recently, in January 2021, 
the US Securities and Exchange Commission (SEC) published 
proposed rules that would increase disclosure requirements, 
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the opportunity cost of deploying capital which could have been 
used elsewhere within the investor’s portfolio (this also may miti-
gate any concerns the investor may have over concentration risk 
within	its	GP	relationships).		Whilst	by	no	means	ubiquitous,	a	
GP-led	secondary	may	offer	the	opportunity	for	the	GP	to	access	
stapled capital, immediately accelerating its fundraising efforts.  
Depending on the structure adopted, a liquidity solution may 
allow for the crystallisation of carry and a reset of economics, 
thereby realigning interests during the next phase of the develop-
ment of the underlying portfolio companies.  Finally, but impor-
tantly	for	GPs,	a	secondary	transaction	may	offer	a	means	for	a	
GP	to	proactively	manage	the	composition	of	its	investor	base,	
either by allowing it to enhance existing relationships, weed 
out those investors who are unlikely to continue to support the 
programme over an extended timeframe or increase the diversi-
fication within its overall investor base so as to mitigate attendant 
risks of being overly reliant on investors with a similar profile.

What is the “Menu” of Liquidity Solutions 
Available?
If the liquidity solution is being sought by the investor, there is 
effectively	only	one	option	available:	the	LP	secondary	transac-
tion.  This involves the investor selling a single fund position or 
a portfolio of fund positions to a buyer, with the buyer becoming 
a	replacement	LP	in	the	fund	or	funds	in	question;	in	addition	to	
acquiring the funded interest, the buyer assumes the seller’s obli-
gation to pay outstanding commitments to the fund(s) in ques-
tion.	 	Portfolio	sales	are	 typically	 the	more	common	construct	
within the market; as well as being more cost-efficient, combining 
multiple assets to be sold under a single transaction allows the 
seller to incentivise a buyer to acquire under-performing assets 
by including a number of premium assets within the portfolio. 
However,	in	the	context	of	processes	managed	by	the	GP,	the	

universe of possible solutions becomes much wider and includes 
LP	 tender	 offers,	 continuation	 funds	 (acquiring	 either	 the	 full	
portfolio or, in the case of a strip sale, either a percentage of the 
whole portfolio or certain selected assets), annex funds, preferred 
equity structures and NAV-based lending.  The structure selected 
will depend ultimately on the circumstances giving rise to the 
transaction and the objectives of the participants in it; however, 
it is worth considering the key features of each of these in turn as 
the	GP	is	likely	to	want	the	full	range	of	options	within	its	toolkit.	

LP tender offers

These transactions involve a buyer offering to acquire the inter-
ests	of	 existing	LPs	 in	 a	 fund	at	 an	 agreed	price,	with	LPs	 in	
turn being offered the option to either cash out on the basis of 
that pricing or to continue to maintain their existing exposure 
to	the	fund.		There	are	a	number	of	immediate	advantages	to	LP	
tender	offers:	they	offer	the	required	liquidity	for	LPs	through	
a	simple	structure	(reducing	the	administrative	burden	on	GPs)	
with, in many but not necessarily all circumstances (as it may not 
be possible to determine seller uptake at the outset), high execu-
tion certainty.  Investors who decline the offer of liquidity don’t 
need to have any further involvement in the process and there 
are limited conflicts of interest which need to be managed.  It 
is also possible to introduce enhancements to the transactions 
which	will	be	attractive	for	GPs,	for	example	by	securing	stapled	
primary capital from the buyer.

However, there are a number of potential challenges for a 
GP	looking	to	offer	liquidity	through	this	type	of	transaction.		
The buyer is likely to impose a discount to NAV in pricing its 
offer, so existing investors in the fund may not find the offer 

buyer	to	access	GP	relationships,	and	underlying	products,	that	
were not previously available to them.  This allows accelerated 
access to premium managers and facilitates increasing diversi-
fication within the buyer’s portfolio.  However, it also allows 
buyers to access funds in circumstances where there is visibility 
over (and due diligence can be conducted on) the underlying 
portfolio, which allows a more accurate assessment of expected 
returns and a more precise analysis of relevant risks; it also elim-
inates or mitigates (depending on the position in the lifecycle of 
the relevant fund) blind pool risk.  In particular, where a buyer 
is able to acquire exposure to a fund following the termination 
of the fund’s investment period, the buyer is able to avoid, or at 
least substantially reduce, its exposure to the J-curve effect.  The 
shorter the period of the remaining lifecycle of the fund, the 
greater the certainty over the timing of distributions and there-
fore the IRR which might be achieved through the deployment 
of capital into the transaction.  The secondaries market can also 
assist a buyer in smoothing the cash-flows from its portfolio; 
this may allow an investor greater certainty in managing any 
over-allocation strategy and matching in-flows and out-flows 
within its portfolio.

It is perhaps the objective of value creation which has really 
accelerated	 the	 interest	 in	 liquidity	 solutions	 from	 the	 GP’s	
perspective.  So how can liquidity solutions drive value crea-
tion?		Most	immediately,	GP-led	restructurings	can	offer	an	effi-
cient	way	 for	 the	GP	 to	 generate	 additional	 follow-on	 capital	
which can be deployed to enhance the value of investment posi-
tions within the portfolio.  Facilitating further investment into a 
portfolio company to accelerate its growth and maximise value 
creation	is	a	far	more	attractive	proposition	for	GPs	than	having	
to	sell	at	a	point	where	the	GP’s	vision	for	the	evolution	of	the	
asset	hasn’t	been	realised	and	the	GP	is	instead	forced	to	source	
replacement assets which may not have the inherent potential of 
the investments they are required to sell.  Frequently tied in with 
this is a desire to avoid being a forced seller in circumstances 
where the optimum timeframe for the realisation of certain 
assets is inconsistent with the lifecycle of the fund.  Offering a 
liquidity solution may allow for an extension of the hold period 
of assets where this would be value-accretive (for example in 
circumstances	 where	 the	 GP	 believes	 bolt-on	 acquisitions	
would enhance the value of the business or where synergies 
in operating models adopted by portfolio companies will only 
come to fruition over the longer term), whilst allowing inves-
tors the option to exit within the originally envisaged invest-
ment horizon.  The effect on IRRs of longer hold periods will 
be circumstance specific, but there is likely to be an expecta-
tion that the outcome of any liquidity solution (whilst offering 
an immediate IRR enhancement to exiting investors) will ulti-
mately be to both increase the IRR and distribution to paid-in 
(DPI)	ratio	of	those	investors	who	maintain	their	exposure	to	
the asset over the longer term by allowing capital deployment 
to portfolio companies to be optimised and plans for the devel-
opment and growth of the portfolio to be executed.  On a more 
human	 level,	 it	may	be	hard	for	GPs	 to	replicate	 relationships	
which have been developed with existing management teams 
they have supported over extended timeframes moving forward, 
and there may be strategic advantages in retaining control over 
flagship assets which are capable of further development.  

Wider strategic considerations over the development of the 
GP’s	 business	may	 also	 come	 into	 play.	 	Offering	 liquidity	 to	
investors	prior	to	the	fundraising	of	the	GP’s	next	vintage	fund	is	
likely	to	offer	immediate	benefits	in	the	presentation	of	the	GP’s	
track record and its performance metrics.  Returning capital may 
also simply make it an easier investment decision for the investor 
as they are able to effectively redeploy distributed capital with 
the	same	GP	(via	the	next	vintage)	rather	than	having	to	assess	
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under the distribution waterfall as a result of the transaction); 
whilst there may well be an obligation on the carry holders to 
re-invest into the continuation fund to maintain alignment, 
there may nevertheless be an ability to take money off the table 
and the crystallisation of the carry does lock in that upside (even 
if it is applied to enhance exposure to the portfolio through an 
investment interest).  Whilst a continuation fund will reset the 
fund	economics,	GPs	should	be	aware	that	re-investing	 inves-
tors may focus on the terms of this reset (and in some scenarios 
look to negotiate it).

The use of a continuation fund though should not be seen as a 
panacea which is free from attendant challenges.  The pricing of 
the transaction will be set by the secondary buyer (albeit that there 
will have been price discovery through an intermediated buyer 
selection process) and discounts to NAV will typically be applied.  
There may also be execution risk generated from the fact that the 
secondary buyer may set minimum and maximum participation 
ranges; accordingly, there is abort risk if there aren’t a sufficient 
number	of	LPs	willing	to	accept	liquidity	on	the	terms	offered	
and potential investor relations considerations if pro-rationing 
needs to be applied to exiting investors (in circumstances where 
the liquidity option uptake is higher than expected).  The forma-
tion of a new vehicle and the transfer of the underlying assets to 
it creates structural complexity and increased costs of implemen-
tation; there may be an incremental regulatory burden of running 
the structure and there will potentially need to be extensive 
involvement	not	only	of	existing	LPs,	but	also	stakeholders	in	the	
underlying portfolio companies.  Consents from management, 
other shareholders and lenders may be required at the underlying 
level and it is possible that the equity arrangements with under-
lying management will need to be re-cut as part of the transac-
tion.  Finally, the purchase of the assets by the continuation fund 
will be a tax crystallisation event for existing investors; therefore, 
investors looking to re-invest will need to analyse the tax impli-
cations of the proposed transaction and if they want to maintain 
their exposure at the pre-existing level, they may need to meet 
any relevant tax liabilities from other sources. 

Effective conflict management will be a key component of 
any	GP-led	restructuring	 involving	 the	formation	of	a	contin-
uation fund.  Clearly there is an inherent conflict over pricing, 
with the interests of existing investors (maximisation of the exit 
price) being diametrically opposed to those of the buyer (and 
the	investor	with	whom	the	GP	will	have	a	future	relationship).		
It may be that the intermediated buyer selection process has 
generated a means of price discovery (as competing bidders on 
the buy-side would have made offers reflecting their views on 
pricing);	however,	whilst	the	GP	is	entitled	to	take	into	account	
factors such as the execution risk profile of bidders and the suit-
ability	of	their	participation	in	the	GP’s	investment	programme,	
exiting investors need to be confident that their best interests 
are being protected (for example, conflict situations may be 
particularly pronounced if a bidder is offering to make a stapled 
commitment	to	the	GP’s	next	fundraising).		It	may	be	that	fair-
ness opinions supporting the pricing model will be a useful tool 
in this regard; certainly the recent SEC proposals suggest that 
this is the view of regulators.  In any event, the selling fund’s 
LP	advisory	committee	(LPAC)	will	need	to	clear	the	conflicts	
as a component part (and a key one) of the transaction process.

Preferred equity solutions

Preferred	equity	solutions	may	offer	a	quicker	and	more	stream-
lined solution to a full secondary process in certain circum-
stances.  In these transactions, the preferred equity provider will 
inject cash either into the fund or a subsidiary special purpose 

economically attractive, even taking into account the liquidity 
premium the transaction offers.  In addition, because the trans-
action	simply	involves	the	sale	of	LP	interests	(rather	than	any	
transfer of underlying assets), there won’t be any obvious route 
by	 which	 the	GP	 can	 crystallise	 its	 carry	 or	 seek	 to	 reset	 its	
economics.  Although execution risk is lower than for certain 
other types of transaction (as the underlying assets are not 
moving, there will be fewer transfer restrictions or change of 
control provisions to consider), exiting investors will need to 
execute the sale documentation, so the transaction is not fully 
“GP-led”	 and	 there	 is	 scope	 for	 exiting	 investors	 to	 seek	 to	
negotiate the sale documentation in a way which will increase 
the	level	of	abort	risk	(LP	inaction	in	engaging	with	the	process	
will also potentially be an issue, although you would expect the 
GP	to	be	able	to	manage	this	through	its	investor	relations	chan-
nels).  Finally, although the transaction will achieve liquidity for 
exiting investors, absent anything else (essentially amendments 
to the underlying fund documents, which would likely require 
higher approval thresholds than for the simple implementa-
tion of the transaction), there is no extension of the investment 
horizon of the portfolio or ability to generate additional capital 
reserves to fund follow-on investments.  It is therefore possible 
that there will be a loss of future potential upside relative to that 
which could be achieved through alternative transactions.

Continuation funds

Recent data shows that, in 2021, for the second year running, 
GP-led	 transactions	 accounted	 for	 more	 than	 half	 of	 all	
secondary deals; the majority of these transactions will have 
been effected via the use of continuation funds.  Continuation 
funds including assets level transfers offer an inherent level of 
flexibility; because assets will be transferred from the existing 
fund to the continuation fund, a continuation fund can be used 
to provide a liquidity option in the context of a full portfolio 
sale, a strip sale or for the sale of a single asset.  The solution 
is one which can therefore be tailored to the specific circum-
stances of the fund, its investment portfolio and the objectives 
of	the	GP	undertaking	the	transaction.
The	 transaction	 is	 simple	 in	 concept:	 the	GP	 forms	 a	 new	

vehicle managed by it in which the secondary buyer becomes an 
LP;	this	vehicle	then	acquires	the	assets	from	the	existing	fund	
for cash consideration, thereby providing liquidity for inves-
tors in the selling fund.  The default option for investors in the 
existing fund will generally be for them to cash-out under the 
transaction;	however,	there	will	be	an	offer	for	existing	LPs	to	
elect	to	re-invest	into	the	continuation	fund.		For	exiting	LPs,	
the	transaction	offers	the	same	advantages	as	an	LP	tender	offer;	
they achieve the desired liquidity and IRR enhancement and, 
unlike	in	the	context	of	a	LP	tender	offer,	their	liability	profile	
won’t adjust (as they won’t have been a direct party to any sale 
documentation).	 	However,	for	GPs,	the	use	of	a	continuation	
fund	offers	 significant	potential	upside	over	LP	 tender	offers:	
the continuation fund will reset the investment horizon of the 
transferred assets and allows for additional capital to be raised 
which can be deployed to develop the transferred assets and 
accelerate the growth of individual portfolio companies which 
require	additional	funding.	 	GPs	will	need	to	consider	how	to	
allocate the opportunity to invest additional capital into the 
portfolio,	but	if	re-investing	LPs	are	given	the	option	to	make	
further commitments to the vehicle (in addition to the capital 
which is simply being reinvested) pro rata to their commitments, 
they can participate in the continuation fund on a non-dilutive 
basis.	 	 The	 other	 key	 advantage	 for	 a	GP	 is	 that	 the	 transac-
tion will constitute a carry event (assuming that carry is payable 
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express provisions to this effect are becoming more common, 
they	are	not	at	this	point	ubiquitous)	–	if	not,	the	GP	will	need	to	
engage	with	LPs	(and	all	LPs,	rather	than	just	LPAC	members)	
to	make	the	appropriate	amendments	 to	 the	LPA.	 	As	a	NAV	
facility will involve the cross-collateralisation of investments 
within	the	portfolio,	it	is	possible	that	LPs	will	have	divergent	
views on the use of such facilities; whilst some will see it as an 
effective portfolio management tool to allow the early extrac-
tion of value, others are likely to be against introducing further 
leverage into the portfolio.  The introduction of a NAV line 
will almost certainly mean that the fund becomes leveraged 
for the purposes of the Alternative Investment Fund Managers 
Directive (AIFMD); this will be a particular issue for smaller 
GPs	who	have	managed	 to	 stay	outside	 the	 scope	of	AIFMD	
(as the introduction of leverage lowers the thresholds at which 
the exemption from compliance with AIFMD applies), but all 
GPs	 will	 need	 to	 consider	 how	 the	 introduction	 of	 leverage	
increases their compliance burden.  Although there is unlikely 
to be the same level of restructuring for a NAV facility as for 
other liquidity solutions, additional holding entities may need 
to be introduced below the level of the fund in order to support 
the security structure.  Finally, a NAV line comes with all of the 
inherent features of debt-based solutions; there will be upfront 
arrangement fees and an ongoing obligation to service the debt, 
the lender will look for a comprehensive security package (trig-
gered if the covenants in the facility agreement are not main-
tained), additional financial and operational controls and 
enhanced reporting (to the lender) will be required and there 
will be an inevitable loss of control in favour of the lender in 
downside scenarios.

What is the Role of the GP in Implementing 
Liquidity Solutions?
For	an	LP-led	process,	the	GP	is	merely	a	facilitator	of	the	trans-
action.		Under	the	terms	of	the	LPA,	the	GP’s	consent	will	almost	
certainly be required for transfers of fund interests, so although 
the	GP	won’t	be	leading	the	process,	it	will	be	intimately	involved.		
The	GP	will	have	control	of	relevant	data,	so	will	have	a	key	role	
in making available and sharing information about the underlying 
fund; it will obviously also need to review and approve poten-
tial purchasers, who will become participants in its programme 
moving forward.  During the later stages of the sale process, it 
is likely to be asked to support the transaction by responding to 
due diligence enquiries raised by the buyer and it will also ulti-
mately be responsible for the transfer documentation effecting 
the transfer of the ownership interest in the fund to the buyer.
As	you	would	expect,	the	GP	will	play	a	much	more	active	role	

in the implementation of other liquidity solutions, although its 
exact role will vary depending on the transaction type being imple-
mented.		At	its	core	though,	the	GP’s	responsibility	is	to	ensure	
the effective management of the conflicts of interest inherent in 
such transactions.  In this regard, access to relevant information 
(including that supporting the pricing of the transaction), appro-
priate	oversight	and	early	engagement	by	the	GP	(both	with	the	
LPAC	but	also	its	wider	investor	base)	are	likely	to	be	key.		The	
GP	will	also	need	to	ensure	that	the	economics	of	the	transaction,	
including as to whether it is entitled to take any carry off the table, 
provide the requisite levels of alignment going forward.

Conclusions
It	is	no	longer	likely	to	be	enough	for	GPs	to	simply	rely	on	a	
five-year	primary	fundraising	cycle.		LPs	are	coming	to	expect	
far more proactive and creative portfolio management from 
their	GPs,	with	an	ongoing	analysis	by	the	GP	of	whether	the	

vehicle; this cash can then be applied in accordance with the 
commercial objectives of the transaction.  For example, the cash 
injected could be applied to facilitate follow-on investments 
into the underling portfolio (allowing additional value genera-
tion within the portfolio, although there will be no extension of 
the investment horizon of the portfolio), to facilitate a distribu-
tion (facilitating IRR enhancement and potentially re-ups into 
the	GP’s	next	fundraising)	or	a	mixture	of	both.		In	exchange	
for the provision of the cash, the preferred equity provider will 
be entitled to a priority return from the portfolio, with distribu-
tions	from	the	portfolio	being	divided	between	the	existing	LPs	
and the preferred equity provider based on a dynamic distribu-
tion waterfall (satisfying the priority payment terms on which 
the preferred equity was provided and subject to adjustment 
in favour of the preferred equity provider in identified down-
side scenarios).  Unlike the transactions considered above, there 
is no NAV discount and the transaction is not dependent on 
the secondary markets; it is a simple bilateral transaction which 
requires	minimal	LP	engagement	and	is	unlikely	to	trigger	mate-
rial formal consent requirements (as there are likely to be far 
fewer potential conflicts of interest), although it will be impor-
tant	to	get	key	LPs	on	board	given	the	impact	the	inclusion	of	
preferred equity will have on the return profile of the fund.  
The terms of the preferred equity provider’s economics will not 
require any ongoing interest payments to the provider, and the 
preferred equity provider will not be granted security over either 
LP	interests	or	portfolio	assets.		Finally,	from	the	GP’s	perspec-
tive, if the objective is to facilitate distributions to investors, this 
may enable partial liquidity on the carried interest.

One of the key downsides of a preferred equity transaction is 
that it does not provide a tailored solution to individual investors 
as all investors will effectively participate in the transaction on 
a proportionate and equal basis.  Whilst the economics applied 
to such transactions allow for a retention of an interest in future 
upside	performance	for	LPs,	the	preferred	equity	provider	has	
priority rights and therefore there will be a loss of some future 
upside.  Relatively speaking, the cost of capital on preferred 
equity structures is likely to be higher than on pure debt alterna-
tives, and, of course, there are fewer providers than is the case 
for traditional debt providers offering NAV-based lending. 

Net Asset Value (NAV) facilities

A NAV line is simply fund level borrowing against the value of 
assets in the portfolio; the objectives when using a NAV facility 
are likely to be similar to those relevant to a preferred equity 
transaction in that they facilitate either additional funding 
to be pushed down into the portfolio or allow for a distribu-
tion	to	LPs.		The	cost	of	capital	is	likely	to	be	lower	than	for	a	
preferred equity solution, and investors don’t lose upside expo-
sure (beyond the direct cost of the debt, which is quantifiable at 
the outset and can therefore be priced into return expectations).  
Like preferred equity solutions, NAV facilities won’t (absent any 
other action) extend the investment horizon of the portfolio or 
provide	the	GP	with	an	opportunity	to	reset	the	economics	of	
the fund.  However, they do provide a means to exploit the value 
in	remaining	LP	commitments	and	the	inherent	value	uplift	in	
the portfolio (depending on where the fund is in its lifecycle).  
Generally speaking, lenders willing to advance NAV lines will 
be sophisticated counterparties, so there is likely to be flexibility 
on the application of distribution proceeds (i.e. whether there 
is a cash sweep to the lender) and on the ability for the fund to 
re-invest/recycle.

Although the execution risk on a NAV facility should be 
minimal,	GPs	will	need to carefully consider whether such facil-
ities	 are	 permitted	 under	 the	 terms	 of	 their	 LPAs	 (although	
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growth of the portfolio can be accelerated through additional 
funding, the potential timing of exits to maximise value (and 
in particular, whether longer hold periods are necessary) and 
whether it is appropriate to extract value earlier in the fund’s 
lifecycle than might have been the case historically.  A sophis-
ticated	approach	to	these	issues	will	allow	the	GP	to	differen-
tiate its offering from those of its peers, maximise performance 
metrics and ultimately recognise that its investor base may have 
varying return objectives from the investment.  Ensuring that 
the	GP	has	the	full	toolkit	of	options	available	to	it	is	therefore	
a key component of effective asset management.

Endnotes
1. PEI	2020.
2. PEI	Secondary	Investor.
3. Evercore 2021.
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