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NAV Financing

A GUIDE FOR PRIVATE EQUITY
STAKEHOLDER ENGAGEMENT

The history

Net Asset Value (“NAV”) Financing has been a commonplace activity in banks for decades. The financing of the NAV of
fund portfolios has been applied to all manner of liquid and illiquid asset classes for many years, including but not limited
to equity funds, credit funds (bond or loan), macro funds, commodity funds, funds of hedge funds, single hedge funds,

funds of private equity funds, secondaries transactions and more recently single private equity funds in the buyout space.

The place of NAV facilities in lifecycle of PE funds

NAV facilities represent a natural evolution in the life of the private equity fund. In the same way that subscription lines originally
answered the organic need to bridge the gap between the time of cash deployment following the origination of the asset and the
receipt of cash from a capital call, the NAV facility was conceived to support residual financing needs of the fund post investment
period. Over time, the use cases, the users, and the financial instrument used evolved to serve an ever wider set of needs.

The advent of this kind of financing in the private equity buyout space has led to increased dialogue between stakeholders (lenders,
General Partners (“GPs”) and Limited Partners (“LPs”)) as the practice has gained increasing popularity and adoption in recent

years.

/

When is NAV Financing used?

Growth-orientated Applications Defensive Applications

e  Finance transformational/bolt-on portfolio Protect against dilution of equity interest.
acquisitions. Lo o
e Liquidity to support portfolio investments.

e Speed and certainty of execution (relative to » . )
exposure to public/capital markets). e Facilitate dividend recap - lock in performance

returns.
e  Proactive optimisation of fund level and portfolio

company leverage. e  Fundraising: proactively support limited partners

to manage their private equity exposure / free up
capital for latest fundraise or meet future capital calls.
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Does a GP have to get LP consent for NAV Financing?
In many cases a transaction does not require explicit approval from the Limited Partner Advisory Committee/LPs.

It is important to remember, however, that when LPs invest in a fund they accept many risks due to the skill and integrity of
the GP. The LPA and accompanying fund documentation govern and help drive this interaction but cannot hope to capture
all eventualities, how the parties to the agreement interpret their obligations in terms of their level of service and depth of
engagement. There therefore needs to be an inherent degree of trust that governs the beginning and maintenance of a LP/GP
relationship.

As such, whether or not explicit consent is required to implement a NAV facility, it is important for parties to clearly communicate
the motivation for the transaction and the financing need being solved.

GP/LP engagement - common points to consider

NAV Financing is a very bespoke instrument. A well-designed facility can be an incredibly useful tool for all involved but the
importance of the communication cannot be overstated.

As we look at the development of this market the following set of topics should provide a good outline for GP/LP interactions:

e Transaction Rationale: Establish the purpose and e Structure of the transaction: Rationale for the
motivation of the transaction and its associated merits proposed structure, scope of collateral/security pool,
relative to other solutions - be that defensive, accretive collateral enforcement rights, cash-flow sweeps/
or supportive. Important consideration should be given waterfall and risks emanating from the transaction.
to ensure alignment of interest between stakeholders is Most transactions will be structured by way of an SPV
maintained. borrower. The use of SPVs are akin to the use of SPVs for

the purchase of underlying companies. In a like manner,

e Transaction Process: As these transactions are the SPV of these company purchases are ringfenced
contemplated a significant amount of work takes place from the fund and allow for the judgement of the GP in

between the GP and the fund’s formation lawyers, as
well as between the GP and the NAV provider. These
conversations often develop over a number of months

determining the capital structure of any given company
and to create the appropriate security package.

and are rarely short term. The timing of engagement e Legal Amendments: Any additional legal implications
between GP/LPs is therefore likely to be bespoke. for consideration - preferential claims/covenants, any
Furthermore, in a similar manner to an individual fund restructuring that needs to be undertaken to
company acquisition, there may be sensitive market facilitate the transaction etc.

or portfolio information that needs to be protected
to preserve the integrity of the transaction, which will
influence the timing and content of communications.

e Finance Counterparty: Finance providers’ identity
and if appropriate whether or not the provider of the
facility is an investor in the fund or is coinvesting in the

e Impact on KPI Performance: metrics (IRR, MOIC, transaction directly or through syndication. This can
DPI) before and after the transaction. impact alignment of incentives and is a topic worthy of
discussion between LPs and GP. Consideration should
e Portfolio implications: Preand post portfolio leverage. also be given to their knowledge of corporate credit,
There is often a misconception that these transactions which should be helpful to gauge their understanding of
are ‘leverage on leverage’. In many cases, the transaction the transaction, their appetite to take appropriate terms
may be contemplated to optimise leverage for and conditions and their ability to work constructively in
underlying companies that are seasoned and may have stressed conditions.
de-levered accordingly (below an optimal level). Equally
the transaction may facilitate an acquisition which could e  Explicit Consents (if any): Identification of any explicit
result in a reduction in leverage on a pro forma basis. consent requirements from the affected stakeholders
Consideration should also be given to pre and post (these will be established through the facilities’ legal due
debt/equity split (portfolio company debt plus fund diligence process).

level debt to fund equity) and the appropriateness and
sustainability of the debt in this capital structure.




All for one and one for all

LPs do need to consider that they are part of a limited
partnership and not the only investor inthe fund. Accordingly,
while any decision that a GP makes may not entirely suit
any one of a number of investors, there is a fiduciary
responsibility for the GP to act in the interests of all the LPs.

Market outlook

NAV Financing is flexible and can be applied to solve a myriad
of liquidity and capital needs. We believe it is here to stay. In
the same way as we have seen the development, evolution
and acceptance of the subscription line, the NAV facility
is poised to become an integral part of the private equity
financing ecosystem.

It has been successfully adopted across many alternative
asset classes and awareness and application by private
equity firms is growing significantly, driven by the
liquidity and capital demands that arose during the Covid
crisis and that are further exacerbated by the volatile
economic climate the industry is navigating today.

Summary

The practice, communication and application of the NAV
Financing product will improve and become a central feature
of the discussion between LPs and GPs.

Pemberton are very much advocates of this approach. We
would welcome the opportunity to work with stakeholders
to enhance their knowledge of the market and discuss NAV
Financing applications and how they may be applied or may
influence their private equity exposure.
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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,”
» e

“should,” “expect,” “anticipate,” “estimate,” “intend,” “continue” or “believe”
(or the negatives thereof) or other variations thereon or comparable
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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.

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 and Middle East 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, L 1470. 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.
802-107832. Tel: +352 26468360.

This material is being distributedfissued in the Middle East 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. Please note that this
Fund is not based in the Dubai International Financial Centre (“DIFC). This
material relates to a Fund which is not subject to any form of regulation or
approval by the DFSA.
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