
NAV lending has significant beneficial use cases beyond the headline-grabbing dividend recap  
trade, says Thomas Doyle, Partner and Head of NAV Financing at Pemberton Asset Management, 
a London-based private credit provider with 22 billion dollars under management.1

Over the past year or so, financial media have raised concerns that paying special dividends to  
liquidity-constrained limited partners (LPs) through NAV financing facilities may jeopardise the long-term 
prospects of fund entities by cross-collateralising risk and piling leverage upon leverage. 

Our observations indicate dividend recaps are just one minority use case for NAV Financing, accounting for 
about 15% of the current growing NAV Financing market, with this percentage having decreased over time. 

However, as the first direct lender in Europe to launch two dedicated strategies to provide NAV Financing 
and GP Solutions, we also believe that NAV Financing can provide significant value-accretive benefits to the 
private equity community.
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Additional Fund Capacity
Prior to the end of a private equity fund’s investment 
period, a sponsor might typically expect to have divested 
at least one portfolio asset, providing the manager 
additional capacity to either make an additional platform 
investment or to support the remaining portfolio 
investments thereafter.  

But abnormal liquidity conditions, in the form of 
depressed buyout, IPO and M&A activity, are currently 
limiting exit options and the ability to realise early 
portfolio divestments. NAV Financing can address this by 
providing the sponsor with the flexible additional 
firepower it needs to enhance value within the portfolio. 

Bolt-on Acquisitions
NAV Financing can also finance bolt-on acquisitions for 
portfolio companies. Without NAV Financing, a manager 
may have to delay or pass on a potentially accretive  
add-on portfolio company acquisition. That may hinder 
the growth strategy for a portfolio asset, potentially 
reducing future exit value.

1. Assets under management are defined as committed capital as of 30 June 2024.



Defensive Support
And while Pemberton avoids turnarounds, distressed 
situations and distressed portfolios, sometimes a good 
company needs support, for one of several reasons. 
Maybe it was acquired at an elevated valuation and needs 
time and capital to grow into those multiples. Perhaps 
it needs to refinance prohibitively expensive portfolio 
company debt that was put in place prior to the recent 
ramp-up in interest rates. Or a cyclical downturn could 
mean muted short-term trading. 

NAV Financing can provide defensive support to get a 
fundamentally strong, well-managed, growing, EBITDA-
positive and innovative business in a sector with secular 
tailwinds through a challenging period. 

Conservative Criteria
Whatever the use case, strong credit selection 
and thorough underwriting are the keys to capital 
preservation and downside protection. 

Pemberton has highly conservative NAV lending 
criteria, which includes re-underwriting the sponsor’s 
NAV/collateral, taking into consideration sustainable 
through-the-cycle valuations and the appropriateness 
of both underlying portfolio company debt and fund 
leverage. As a result, NAV Financing is not a backdoor to 
unsustainable debt.  

It is important to note that NAV Financing is not about 
creating unsustainable levels of leverage. Indeed, 
the impact on leverage as a result of a NAV facility is 
influenced by the use of proceeds. A NAV facility may 
result in look-through leverage increasing, remaining 
neutral or indeed reducing.  

For example, if the proceeds of a transaction are  
used to refinance existing debt, insert equity into a 
business or finance a bolt-on acquisition, this would be 
leverage-neutral or potentially decrease leverage  
(while growing the underlying NAV pool).

Portfolio Protections
In addition, terms typically ensure that  
cross-collateralisation won’t put the entire portfolio  
at risk in the unlikely event of a breach. Workout 
processes are extensively covered in lending agreements.  

Professional Client Use Only  |  Strictly Private and Confidential  |  www.pembertonam.com

Since a portfolio is underpinned by significant equity 
levels, and typical NAV LTV metrics top out at levels that 
are unlikely to trigger default risk, an awful lot has to 
go wrong over a significant time period before a lender 
would even think about stepping in to assume control.

Clear Communication
We also believe it’s an overstep to automatically paint 
dividend recaps with the “bad use case” brush. If handled 
correctly, dividend recaps can be valid, as LPs need and 
welcome liquidity, especially if the alternative is selling an 
asset in the secondary market at a depressed valuation, 
coupled with foregoing the equity upside. What frustrates 
LPs is poor communication by the GP. 

In a 2023 paper2, Pemberton advocated for transparent 
LP engagement about dividend recap transactions. 
We advocate that this should include disclosure about 
the rationale for the transaction, the deal process, the 
impact on IRR and other performance metrics, the 
structure of the NAV facility and its position in the capital 
stack, and the likely impact on a portfolio. As the ILPA 
recently outlined in its guidelines for NAV lending, good 
communication can help ensure LPs and GPs are aligned.

Valuable Toolset
NAV Financing can therefore meet numerous liquidity 
and capital needs and, in our view, is a valuable toolset 
that is here to stay. The current debate is reminiscent of 
the discussion around dividend recaps at an individual 
company level 15 years or more ago, and subsequently 
the conversation over the use of subscription lines. It’s 
through such stress testing that NAV Financing will also 
be recognised as a beneficial part of the private equity 
manager’s armory. 

The concerns raised by a limited number of media outlets 
about the potential downside risk of one minority use 
case — dividend recaps — should not have a negative 
impact when thinking about the considerable benefits 
that can also accrue from other applications of this 
important source of credit capital.

2. https://pembertonam.com/research/navigator-series-a-guide-for-private-equity-stakeholder-engagement/
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Disclaimer

This document is about the Pemberton NAV Financing Strategy and 
is intended only for the person to whom it has been delivered and is 
solely for discussion / information purposes and does not constitute 
an offer or a firm commitment of any kind to provide any investment 
opportunity, fund structure or return. It should only be used for 
evaluation of any facts presented herein. 

Investment in instruments that the strategy may reference are likely 
to be long-term and of an illiquid nature. Such instruments are also 
likely to involve an above average level of risk. This document does not 
purport to identify all of the risk factors associated with any exposure 
to such a strategy and prospective investors should make their own 
assessment of any risk involved in seeking exposure to the strategy 
or instruments referenced therein. There is no guarantee of trading 
performance and past or projected performance of the strategy or 
instruments referenced is no indication of current or future  
performance / results. The value of investments may fall as well as rise. 

Exposure to the strategy is suitable only for sophisticated investors and 
requires the financial ability and willingness to accept for an indefinite 
period of time the risks and lack of liquidity inherent in the strategy or 
instruments referenced therein. 

Any third-party information (including any statements of opinion and/or 
belief) contained herein is provided by Pemberton Asset Management 
group of companies, being. Pemberton Asset Management S.A., 
Pemberton Capital Advisors LLP and any other affiliates (“we”, “our”  
or “us”) and has not been independently verified. 

Statements of opinion, market or performance information and any 
forecasts or estimates contained in this document are prepared on the 
basis of assumptions and conclusions reached and are believed to be 
reasonable by us at the time. 

No representation, warranty, assurance or undertaking (express or 
implied) is given (and can therefore not be relied upon as such), and 
no responsibility or liability is or will be accepted by us or any of our 
affiliates or our respective officers, employees or agents as to the 
adequacy, accuracy, completeness or reasonableness of the information, 
statements and opinions expressed in this document. Any opinions 
expressed in this document do not constitute legal, tax or investment 
advice and can therefore not be relied upon as such. Please consult  
your own legal or tax advisor concerning such matters. 

The information contained in this document (which does not purport 
to be comprehensive) is believed to be accurate only at the date of this 
document and does not imply that the information herein is correct at 
any time subsequent to the date hereof and such information is subject 
to change at any time without notice. 

The views expressed herein are subject to change based on market and 
other conditions and we give no undertaking to update the information, 
to reflect actual events, circumstances or changes in expectations or to 
provide additional information after its distribution, even in the event 
that the information becomes materially inaccurate. 

Certain information contained herein includes calculations or data that 
have been prepared internally and have not been audited or verified  
by a third party: as a result material differences may occur if using 
different methods for calculation or presenting information.  
There is no guarantee that the strategy, when implemented,  
will make the investments as discussed herein. 

This document contains forward-looking statements, which give current 
expectations of the strategy’s future activities and future performance. 
Any or all forward-looking statements in this document may turn out 
to be incorrect. They can be affected by inaccurate assumptions or by 
known or unknown risks and uncertainties. Although the assumptions 
underlying the forward-looking statements contained herein are 
believed to be reasonable, any of the assumptions could be inaccurate 
and, therefore, there can be no assurances that the forward-looking 
statements included in this document will prove to be accurate. In 
light of the significant uncertainties inherent in the forward-looking 
statements included herein, the inclusion of such information should 
not be regarded as a representation that the objectives and plans 
discussed herein will be achieved. Further, no person undertakes any 
obligation to revise such forward-looking statements to reflect events 
or circumstances after the date hereof or to reflect the occurrence of 
unanticipated events. In addition, the statements herein containing 
words such as “may,” “will,” “should,” “expect,” “anticipate,” “estimate,” 
“intend,” “continue” or “believe” (or the negatives thereof) or other 
variations thereon or comparable terminology are forward-looking 
statements and not historical facts. Due to various risks, uncertainties 
and assumptions, including, without limitation, those set forth herein, 
actual events or results or the actual performance of the investments 
may differ materially from those reflected in or contemplated by such 
forward-looking statements. 

Return targets are presented only for comparative purposes and 
as a guide to assist prospective investors in evaluating the strategy 
described herein and their implicit risk/reward ratio. Targeted returns 
are subjective determinations by us based on a variety of factors that 
we consider relevant, such as the historical performance of other 
similar investments, investment vehicles and strategy, leverage and 
market conditions. Targeted returns do not reflect either actual past 
performance or a guarantee of future performance. There can be no 
assurance that any return target will be met. 
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The information contained herein employs proprietary projections  
of expected returns as well as estimates of their future volatility.  
The relative relationships and forecasts contained herein are based 
upon proprietary research and are developed through analysis of 
historical data and capital markets theory. These estimates have certain 
inherent limitations and, unlike an actual performance record, they do 
not reflect actual trading, liquidity constraints, actual market conditions 
or fees and other costs. References to future returns are not promises or 
even estimates of actual returns that an investor portfolio may achieve. 
The forecasts contained herein are for illustrative purposes only and are 
not to be relied upon as advice or interpreted as recommendations.  

No representation or warranty is made by us or any of its related entities 
or affiliates as to the sufficiency, relevance, importance, appropriateness, 
completeness, or comprehensiveness of the market data, information or 
summaries contained herein for any specific purpose. 

The recipient acknowledges and agrees that no person has, nor is 
held out as having, any authority to give any statement, warranty, 
representation, assurance or undertaking on our behalf in connection 
with any potential investment. No part of this document may be 
reproduced in any manner without our written permission. 

These materials contain confidential and proprietary information,  
and their distribution or the divulgence of any of their contents to any 
person, other than the person to whom they were originally delivered 
and such person’s advisors, without our prior consent is prohibited. 

These materials are not intended for distribution to, or use by, 
any person or entity in any jurisdiction or country where such 
distribution or use would be contrary to law or regulation. 

This document has been prepared and issued for use in the UK and all 
countries outside of the European Union by Pemberton Capital Advisors 
LLP. Pemberton Capital Advisors LLP is authorised and regulated by the 
Financial Conduct Authority (‘FCA’) and entered on the FCA Register 
with the firm reference number 561640 and is registered in England 
and Wales at 5 Howick Place, London, SW1P 1WG, United Kingdom. 
Registered with the US. Securities and Exchange Commission as an 
investment adviser under the U.S. Investment Advisers Act of 1940 
with CRD No. 282621 and SEC File No. 801-107757. Tel: +44(0) 207 
993 9300. This document has been prepared and issued for use in the 
European Union by Pemberton Asset Management S.A.. Pemberton 
Asset Management S.A. is authorised and regulated by the Commission 
de Surveillance du Secteur Financier (“CSSF”) and entered on the 
CSSF Register with the firm reference numbers A1013 & A1342 and is 
registered in Grand Duchy of Luxembourg at 70 route d’Esch, L1470. 
Pemberton reports to the US. Securities and Exchange Commission 
 as a reporting exempt investment adviser under the U.S. Investment 
Advisers Act of 1940 with CRD 282865 and SEC File No. 802107832.  
Tel: +352 26468360 

DIFC 

This material is being distributed/issued by Pemberton Capital Advisors 
LLP (DIFC Branch) (“PCA DIFC”). PCA DIFC is regulated by the Dubai 
Financial Services Authority (“DFSA”). This document is intended only for 
Professional Clients or Market Counterparties as defined by the DFSA 
and no other person should act upon it.

United Arab Emirates (excluding Dubai) 

This strategy document, and the information contained herein, does not 
constitute, and is not intended to constitute, a public offer of securities 
in the United Arab Emirates (“UAE”) and accordingly should not be 
construed as such. This strategy document is only being shown to a 
limited number of exempt investors in the UAE who fall under one of 
the following categories of Exempt Qualified Investors: 

(١) an investor which is able to manage its investments on its own 
(unless such person wishes to be classified as a retail investor), namely: 

(a) the federal government, local governments, and governmental
entities, institutions and authorities, or companies wholly-owned by 
any such entities; 

(b) foreign governments, their respective entities, institutions and
authorities or companies wholly owned by any such entities; 

(c) international entities and organisations;

(d) entities licensed by the Securities and Commodities Authority (the
“SCA”) or a regulatory authority that is an ordinary or associate 
member of the International Organisation of Securities Commissions (a 
“Counterpart Authority”); or 

(e) any legal person that meets, as at the date of its most recent
financial statements, at least two of the following conditions: (i) it has a 
total assets of AED ٧٥ million; (ii) it has a net revenues of AED ١٥٠ 
million; (iii) it has total net equities or paid capital of AED ٧ million; or 

(2) a natural person licensed by the SCA or a Counterpart Authority 
to carry  out any of the functions related to financial activities or 
services, (each an “Exempt Qualified Investor”).

The strategy has not been approved by or licensed or registered with 
the UAE Central Bank, the SCA, the Dubai Financial Services Authority, 
the Financial Services Regulatory Authority or any other relevant 
licensing authorities or governmental agencies in the UAE (the 
“Authorities”). The Authorities assume no liability for any investment 
considerations that the named addressee makes as an Exempt 
Qualified Investor. This document is for the use of the named 
addressee only and should not be given or shown to any other person 
(other than employees, agents or consultants in connection with the 
addressee's consideration thereof). 

Kuwait 

This document is not for circulation to private investors nor to the 
public in Kuwait. The interests in the Fund have not been licensed for 
offering in Kuwait by the Kuwait Capital Markets Authority or any other 
relevant Kuwaiti government agency. The offering of the interests 
in the Fund in Kuwait on the basis of a private placement or public 
offering is, therefore, restricted in accordance with Law No. 7 of 2010 
and the bylaws thereto (as amended). No private or public offering of 
the interests of the Fund is being made in Kuwait, and no agreement 
relating to the sale of the interests in the Fund will be concluded in 
Kuwait. No marketing or solicitation or inducement activities are being 
used to offer or market the interests in the Fund in Kuwait. 
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