
Purpose of the Study and Modelling Assumptions

The emergence of NAV Financing as an alternative private credit instrument in recent years has been 
accompanied by an increased investor focus on the potential role this new class of instruments can play 
within a broader private credit portfolio context. There are several reasons why NAV Financing is an attractive 
opportunity for investors today, whether the key aim is to complement existing or facilitate new allocations 
to private credit portfolios. 

Investors often ask about the resilience of NAV  
financing and what it would take to lose money in a  
NAV loan fund.  

The following analysis highlights the possible 
performance of a hypothetical NAV Core fund,  
during various credit environments, based on an 
underlying collateral pool of B-rated portfolio 
companies. (Note: the full study, available upon request, 
includes analysis of BB-rated collateral pool as well). 

The analysis uses data from Moody’s Annual Default 
Study, which includes the historical annual issuer-
weighted corporate default rates between 1920-2022.  
The default rates for B rated credits are in Figure 1. 

Significant loss insulation in the  
deteriorating credit environment  
(principal purpose of this paper) 

• No first loss exposure (benefit of  
cross-collateralisation) 

• Exposure to the positive equity performance 
in individual collateral companies (offsetting 
other potential collateral portfolio losses) 

Investment grade rating (A-/BBB+ target) 

Robust structural protections (such as 
accelerated repayments and pricing ratchets) as 
risk exposure increases  

 Rapidly attained and considerably diversified 
middle market corporate exposure 

• Large number of collateral companies, 
sectors, geographies and use cases 

Exposure to the seasoned assets (also covered in 
this paper) 

• Benefit of hindsight - a multi-year track 
record of the existing management 

• Possible reduced leverage 

Strong alignment with the experienced PE 
sponsors – clear use of proceeds as well as a 
repayment plan 

Key Benefits of NAV Financing within a private credit portfolio
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These include, but are not limited to:

Figure 1: The annual default rate for B rated corporate loans between 1920 and 
2023. Note: the Bottom Quartile years have been highlighted.

NAV Financing – Core Fund 



We assume the following fully ramped NAV  
Core fund:

• Fund of 15 equally-weighted NAV Core loan 
investments.

• Each supported by a collateral of 10 equally-
weighted B-rated portfolio companies i.e. 150 
equally-sized portfolio companies in the fund.

• Fund extends 4-year loans with LTV of 10%.

The Fund investment portfolio is then  
stress tested for: 

• Various default rate scenarios, based on quartile 
stratification of the Moody’s historical default rates,  
in the underlying collateral portfolio (with an 
assumed 0% recovery rate). 

• Different scenarios of distribution of these defaults 
among collateral portfolios of the NAV loans:

–  The Base Case is the Uniform distribution 
which assumes that each NAV loan experiences 
the same, respective average, default rate in its 
collateral portfolio.

–  The Worst-Case scenario assumes that all fund 
collateral portfolio defaults are concentrated in 
as few NAV loans as possible i.e. Max 10 defaults 
per NAV loan collateral portfolio.

The nature of NAV Financing means it is used  
towards the end of PE funds’ re-investment period.  
Thus, the underlying portfolio companies typically 
represent a more mature, seasoned credit risk. This paper 
analyses the positive impact this has on an expected loss.

The core focus of the paper is the analysis of  
principal losses, ignoring the offsetting impact of 
the investment return from the performing assets 
(EUR 7-9% gross). This impact is analysed further in the 
paper. We also assume no change in the NAV of the 
un-defaulted assets in the collateral pool. In practice, 
the NAV of some of these assets may fall if they are 
correlated or grow if they are uncorrelated and thus 
offset some or all of the collateral losses caused by the 
defaulted portfolio companies.

The results for different diversification and macro 
environment quartile stratification are shown in Figure 
2. For B rated collateral portfolios, a loss of principal in a 
NAV loan fund only occurs in the case where defaults are 
concentrated in as few NAV loans as possible i.e. a few 
NAV loans incur a loss of all 10 portfolio companies while 
most other loans will have none. 

Based on the historical Average, Bottom Half and 
Bottom Quartile average default rates, out of a 150-name 
collateral pool one would expect to see 18, 31 and 43 
defaults, respectively. 

The only way to incur principal losses in a NAV fund, 
with these default rates, would be to have these defaults 
occurring in the fewest possible NAV loans e.g. in the 
case of the Bottom Quartile credit environment 4 NAV 
loans suffer 40 defaults (100% of their collateral 
portfolio) and the remaining 11 loans only experience 
3 defaults in total (<3% default rate) – please see 
illustration in Figure 3. This is unlikely to happen in 
well-diversified collateral portfolios where the losses are 
expected to be more evenly spread across the collateral 
portfolio (as in the Uniform case).

Figure 2: The resulting matrix for B rated loans in the respective macro and concentration scenarios.

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

Key Findings: Expected NAV Fund Loss Results



Impact of the asset returns: Even in the scenario of Max 
10 defaults per investment, coupled with Bottom Quartile 
default environment (Figure 3), the interest gained 
from the remaining performing assets in the NAV Fund 
portfolio is expected to fully offset the principal loss from 
the defaulted assets (please see a Case Study below)

If the NAV loan fund manager can i) construct a 
diversified portfolio of borrowers, ii) identify PE 
borrowers with diversified collateral portfolios and iii) 
maintain collateral diversity throughout facility life via 
risk-adverse cash sweeps, such expected principal losses 
could be largely avoidable. 

NAV Financing is used towards the end of PE funds’ 
re-investment period thus the underlying portfolio 
companies typically represent a more mature, seasoned, 
credit risk.

As shown by data from Fitch (Figure 4), the credit default 
rate decreases as the time from issue/borrow date 
increases. This seasoning effect is most profound during 
the first 5 years from issue date. We have used the ratio 
of the cumulative probability of defaults between the 
first 5 years (typical re-investment period for a PE buyout 
fund) and the next 5 years (period during which a NAV 
financing is most likely to be used) to reduce the default 
rates used above to exhibit a possible effect of seasoning 

of the collateral assets NAV Financing lends against on 
the expected NAV fund losses.  

The data from Fitch gave 3 different ‘seasoning effect’ 
discounts of 10%, 20% and 35% for B+, B and B- rated 
assets, respectively

Taking each of these and applying them to the worst 
case scenario of Max 10 defaults we see that the impact 
of seasoning can decrease expected principal loss of 
NAV fund by over 50%, shown in Figure 5.

The seasoning effect is greatest in the most extreme 
credit environments.
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Key Findings: Impact of Seasoning

Figure 3: Graphic visualisation of Max 10 Defaults coupled with Bottom 
Quartile default rates. Each circle is a NAV loan and the dots represent the 
portfolio companies. The defaults are 100% concentrated in as few loan 
portfolios as possible in this extreme case.

Figure 4: A graph showing the impact of seasoning for the spectrum of B rated 
corporate credits. 

Figure 5: A graph showing the effect of seasoning on the Max 10 defaults 
concentration stress. 



Case Study: GFC Principal Loss Scenario 
and Impact of Asset Returns

The above loss analysis looked at the impact of collateral 
defaults on the NAV fund principal losses, ignoring the 
returns generated by the remaining performing assets. 

The following scenario analysis looks at the worst 4  
years of the Global Financial Crisis in terms of default 
rates, between 2008-2011, and the corresponding 
incremental impact of the hypothetical investment 
returns of the performing investments on the overall loss 
of the NAV fund.

It considers different levels of the target returns (EUR 
gross 7-9%) and assumes that all investments pay PIK 
(payment-in-kind) interest. The data was compared to the 
risk-free rate (“RFR”), 4-year EUR swap rate of 2.50%.

The return analysis was carried out for the GFC case  
using B rated loans, with an LTV of 10%. The graph  
below shows the results with Max 10 defaults per each 
Fund investment.

Even in the lower end of the Funds target returns,  
the gross return earned from the performing assets has 
not only offset all principal losses but also outperformed 
the risk-free return. 

In this scenario, 7% of principal is lost in year 2.  
This equates to a loss of one year’s worth of gross 
interest (at 7%, bottom end of the Funds target returns). 

In summary, the above graph confirms the core thesis 
that NAV asset class is resilient during market stress 
periods and an informed, conservative investment 
selection process can facilitate avoidance of principal 
losses and outperformance versus the risk-free rate.
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Figure 6: A graph showing the principal and Fund value of returns, for different 
target Fund return rates, along with the value of returns for the RFR, for a NAV 
Fund with 10% LTV, max 10 defaults per Fund investment that is subject to the B 
rated default rates of the GFC.



The composition of the collateral portfolio of NAV 
investments and the macro credit environment 
can have an impact on the investment performance. 
Whilst the macro environment is difficult to predict 
and control, it is Pemberton’s view that this risk can 
be largely mitigated through a careful selection 
of Fund investments. The key focus of the NAV 
fund manager is to identify PE borrowers with high 
quality, large, diverse collateral portfolios where the 
risk of default is spread uniformly across the collateral 
portfolio and not highly correlated. 

At the fund portfolio level, it is equally important 
to diversify the investments such that NAV loan 
exposures across the fund portfolio are not highly 
concentrated. It is under these conditions that the 

analysis in this paper shows, with solid evidence,  
that the NAV financing fund shall either avoid loss  
of principal entirely or if it does incur a principal loss,  
it shall be largely offset by the returns on the  
surviving fund assets.

Conclusion
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For a deeper dive into the topic the 
full paper is available upon request.
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Disclaimer

This document references the Pemberton NAV Financing SCSp  
SICAV-RAIF – Core Fund (the “Fund”), which is established as a special 
limited partnership (société en commandite spéciale) formed under 
the 1915 Act and established as a reserved alternative investment 
fund (fonds d’investissement alternatif réservé) and as an investment 
company with variable capital in accordance with the provisions of the 
2016 Act.

This document is intended only for the person to whom it has been 
delivered and is solely for discussion / information purposes. This 
document is a financial promotion directed at professional investors 
only and approved for such purpose. No offer of or invitation to 
subscribe for interests in the Fund is being made by the circulation 
of this document. Any subscription for interests may only be made 
on the terms of the applicable limited partnership agreement and 
the subscription agreement. If there is any inconsistency between the 
information contained in this document and the applicable limited 
partnership agreement, then the limited partnership agreement  
shall prevail.  

Prospective investors should note that the investments the Fund makes 
are likely to be long-term and of an illiquid nature. Such investments are 
also likely to involve an above average level of risk. Prospective investors 
should note that there is no guarantee of trading performance and 
past or projected performance of the Fund is no indication of current 
or future performance / results. The value of an investment in the Fund 
may fall as well as rise. An investment in the Fund should therefore be 
regarded as long-term and should form part of an otherwise diversified 
investment portfolio.

An investment in the Fund 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 
Fund. This document does not purport to identify all of the risk factors 
associated with such investments and prospective investors should 
make their own assessment. Details of some of the risks can be found in 
the information memorandum/offering documents of the Fund.  
All statements regarding the Fund and its business should be viewed in 
light of these risk factors.  

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. All graphs and tables contained within the 
document are for illustrative purposes only. 

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.

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 behalf of the Fund,  
the general partner, Pemberton Asset Management S.A. or Pemberton 
Capital Advisors LLP in connection with any potential investment.  
No part of this document may be reproduced in any manner without 
our written permission. 

The distribution of this document may be restricted in certain 
jurisdictions. This document is 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 local 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.
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This material is being distributed/issued 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.

www.pembertonam.com

Pemberton is a registered trademark. © Pemberton

The distribution of this document may be restricted in certain 
jurisdictions. This document is 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 local law or regulation.  

The Fund has not filed a prospectus with any securities commission or 
similar authority in Canada in respect of the interests and, accordingly, 
the interests will not be qualified for sale in Canada and may not be 
offered or sold directly or indirectly in Canada, except pursuant to 
an exemption from the prospectus and registration requirements of 
Canadian securities laws.  No securities commission or similar authority 
in Canada has reviewed or in any way passed upon the merits of an 
investment in the Fund, and any representation to the contrary is an 
offense.  All of the information contained in this document are for 
preliminary discussion purposes only.  Final terms and conditions 
may change without notice and are subject to further discussion and 
negotiations.  You must review the information memorandum/offering 
documents of the Fund in its entirety.

Pemberton Capital Advisors LLP (the “Advisor”), Pemberton NAV 
Financing SCSp SICAV-RAIF – Core Fund together with any separately 
managed accounts or single investor vehicles (collectively, each an 
“SMA” and, together the “SMAs”) and any other entities or vehicles 
which invest in parallel with the above noted funds (collectively 
“Funds”), and Further Capital Partners Ltd (“Further Capital”) entered 
into a Third-Party Marketing Agreement on 14 February 2022 relating to 
the offering of interests in the Funds to certain institutional investors in 
the provinces of Canada as defined in (the “Agreement”).

Under the Agreement, Further Capital will solicit on behalf of  
and refer to the Adviser potential investors who are “accredited 
investors” as defined in as defined in National Instrument 45-106 - 
Prospectus Exemptions or Section 73.3 of the Securities Act (Ontario).  
Further Capital is an independent service provider to the Adviser,  
and except for the services under the Agreement, there is no affiliation 
or relationship between, on the one hand, Further Capital, and on the 
other hand, the Adviser, its affiliates and group entities  
(together, “Pemberton”).

Under the Agreement, Further Capital is entitled to receive a monthly 
Retainer fee for 12 months following the commencement of the 
Agreement and a Placement Fee, which is offset by the Retainer and 
is only paid if there is an investment in the Funds by an introduced 
investor.  The fees will be paid to Further Capital by the Adviser, and not 
by the Funds or by any investor in it.  Neither the Agreement nor the 
payment of the fees will result, directly or indirectly, in the payment of 
additional fees by any investor in the Funds or a successor fund. 

The Advisor or its affiliates may share information relating to investors’ 
commitments in the Funds or a successor fund with Further Capital to 
assist in calculating the Placement Fee.  Further Capital is an exempt 
market dealer registered with the securities commissions or like 
authorities in the provinces of Canada.
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