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Credit facilities in
private equity
In this edition:
> A helicopter view: how Revolving Credit Facilities
are used in private equity
> What collateral do banks require from managers
to acquire these facilities?
> What are best practices for clients in terms of
disclosure?
> Are there any drawbacks of using RCFs?
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Maturing markets.
Sophisticated strategies.
Stronger returns.
Is it time to lever up?

Welcome to Connect, SANNE’s regular
technical bulletin for fund managers,
their intermediates and investors.
As part of our commitment of servicing clients and
sharing knowledge with the industry, this special edition
of SANNE Connect focuses on the use of credit facilities
by our clients in private equity.
SANNE hosted a New York Summer Symposium featuring
US based industry leading experts to discuss credit
facilities in private equity. Given increased use of
leverage in the private equity space, our expert panel
explores what to disclose and expect, changes in the
regulatory framework, and bank collateral requirements.

> What are best practices for clients in terms of disclosure?
> Are there any drawbacks of using RCFs?
The goal of this special edition of Connect is to share what
we have learned from industry leaders, this time from our
panel of experts in New York.
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Our panel included the following experts:
> 1. Oliver Morris
Director, Product Development – Private Equity, SANNE

> 2. Debra Abramovitz
Executive Director, Morgan Stanley Investment
Management

> 3. Kevin Robinson
Partner and General Counsel, GreenOak Real Estate

> 4. Andrew Day
Partner, Kirkland & Ellis LLP

Fred Steinberg
Managing Director – North America
t. +1 646 893 6550
e. fred.steinberg@sannegroup.com

The four key themes discussed by our expert panel were:
> A helicopter view: how revolving credit facilities are used
in private equity
> What collateral do banks require from managers to
acquire these facilities?

Hannah C Jaeger
Head of Business Development
Americas
t. +1 212 607 5901
e. hannah.jaeger@sannegroup.com
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> Increased use
> What are the regional
differences?
> Are there visible benefits
throughout the fund lifecycle?

A helicopter view
How are revolving credit facilities
being used in private equity?

The use of Revolving Credit Facilities (RFCs) or
subscription credit lines has more than tripled among
private equity funds. General Partners typically use
credit lines in order to delay calling in committed
capital from their limited partners, or investors.
Applying credit facilities
With diverse opinions from both fund managers and
investors regarding the use of credit facilities, the trending
financing tool has become something of a hot button.
Andrew Day, Partner at Kirkland & Ellis LLP, explains the
drive for managers to use revolving credit facilities, “We’re
talking about facilities, the prevalence of which has really
grown in the past 10 years or so. One of the biggest drivers
is the low interest rates we are seeing right now. It would
not necessarily be possible or efficient to use these facilities
if the environment was not conducive to borrowing at low
rates. It’s very beneficial both to the sponsor and to the
investor for administrative purposes.”
While most managers are now comfortable using revolving
credit facilities, the debate continues as to how much
information should be disclosed to investors. From the
sponsor perspective the added benefit of being able to hold
off on issuing capital call notices has an impact on the
Internal Rate of Return (IRR), evening out the J-curve,
however, in the last few years there has been discussion of
some managers using credit facilities to massage their IRR
figures, later using this data in investor roadshows for their
subsequent funds.
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Conversations with GPs affirm that credit facilities continue
to be viewed as an efficient way to deploy capital,
particularly when there are deals to be closed at short
notice.

What do you do with a Euro-denominated fund?
At a regional level, credit facilities are used in a separate and
distinct way in Europe compared with North America. In
Europe, there is a negative interest rate environment, which
is creating a slight irritation for some established managers.

“Many LPs, particularly in Euro funds, are asking
why facilities are not being used. They don’t
want to sit on large amounts of liquid cash that
they’ve got to be able to move around at ten
days’ notice.” OLIVER MORRIS

How are managers working around liquidity?
Due to these changes, an additional challenge for managers
in Europe is regulator interest following the 2011 Alternative
Investment Fund Managers Directive (AIFMD) as to whether
the facility is leveraged at a fund level. This can present
difficulties in ensuring agreements are appropriately
structured.
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Benefits throughout the fund lifecycle
There are several benefits of using credit facilities, which
emerge throughout the lifecycle of a fund. During the
fund raising period, a revolving credit facility effectively
avoids multiple true-ups: this is often important to the
initial closers, who may be reluctant to make significant
commitments if they feel they are taking on additional
risk.

“We’ve raised 17 funds since 2010; only two
have not had a subscription facility at the
inception of the fund. One was the first fund
we raised, where we weren’t known, and
lenders wouldn’t extend credit; the other was
a unique situation where the initial closer was
a German pension fund and the way the
credit facility worked would not have met
their approvals. Other than that, we find it
useful throughout the lifecycle of the fund
and investments, but it’s really during the
fund-raising period that it’s critical for us to
have subscription facilities.”
KEVIN ROBINSON

Kevin Robinson
Partner and General Counsel
GreenOak Real Estate
e. robinson@greenoakrealestate.com

Through the investment period of a fund, access to a credit
facility allows managers to make time-sensitive
investments on a timely basis. That could be on the backend of the life of a fund or post investment period. Having
access to a credit facility certainly enables the manager to
more efficiently fund follow-on investments, expenses and
avoid multiple capital calls for relatively small investments.

“This is often an issue in a credit fund, when
timing of an investment may be uncertain, or
moving around, it avoids scenarios where
you’re calling capital and then sitting on those
funds for a long period of time because the
investment’s been delayed or potentially even
the manager has decided not to go forward.”

Access to a credit facility allows managers to make timesensitive investments in an efficient manner. RCFs avoid
the administrative hassle of having capital in reserve that
is not called upon.

DEBRA ABRAMOVITZ

There are a number of different benefits throughout the
lifecycle of a fund, during the investment and during the
fund-raising period. A credit facility allows you to
effectively avoid multiple true-ups by funding investments
through that investment period with a revolving credit
facility.

After the investment period, RCFs enable managers to
more efficiently fund follow-on investments and expenses,
thereby avoiding multiple capital calls.
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What next?
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What collateral do banks
require from managers to
acquire facilities?
Looking at lender requirements, banks are
requesting increasingly substantial amounts of
information. Compared to previous years,
firms would be able to point to the fact that
subscription lines were among the safest
paper available, however, following the public
fall-out from the Abraaj bankruptcy, many
lenders are doubling down on the information
they require from investors.
Understanding the investor base
A key discussion-point to highlight when negotiating a credit
agreement with a potential lender is what will the investor
base looks like? This can be a significant initial hurdle to
overcome with banks, as managers will have to demonstrate
that capital calls have consistently been funded on time by
investors.

“Obviously, if you’ve got a Triple-A rated LP,
that’s much better collateral for the bank.
We’ve had to educate our lenders on some
of the attributes of our investor base which
includes a mix of institutional and high net
worth investors. We’ve done quite a bit of
work with the banks, demonstrating to
them that over a very long period Morgan
Stanley retail investors who invested in their
funds have funded their capital calls on a
timely basis and that the default history has
been close to zero.” DEBRA ABRAMOVITZ
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> How to understand the investor
base
> What you need to know when
preparing the partnership
agreement upfront
> What should secondary LPs be
aware of?

Preparing the partnership agreement upfront
Even for GPs who have a solid group of institutional
investors, the collateral required by banks prior to
accessing a sizeable facility can be significant. This
scenario can leave many GPs uncomfortable insisting
that LPs provide the requisite information to lenders.
Unfortunately, some of the frustrations seen is the
unwillingness of the investor bases to provide what the
lenders need to underwrite that particular facility.
There are confirmations coming from LPs, that the
provision of financial information, and other
confirmations typically on a one-time or on-going basis
for some LPs are drawing a hard line on not providing.

“Being the GP, and realizing who’s going to
be feeding us, we’re often reluctant to push
too hard on the LPs to actually provide that
information, so we’re continually leaning on
our lenders instead.” KEVIN ROBINSON

Debra Abramovitz
Executive Director
Morgan Stanley
Investment Management
e. debra.abramovitz@morganstanley.com
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Limited Partners
are increasingly
looking to new
markets to achieve
their return
objectives

Getting cooperation and providing comfort to lenders

Secondary LPs

Sponsors are caught in the crossfire, how can we alleviate
that? One of the best times to help is when sponsors are out
there raising their funds.

The issue of secondary LPs can additionally place GPs in a
difficult position with sponsors. GPs often must revert to
lenders and renegotiate contractual terms, effectively
because their investor base is changing.

“Go to the banks with the partnership
agreement, get comments upfront and hear
what their issues are before going out to the
investors. Having a couple of different banks
commenting on various sections of these
agreements can go a long way to helping get
that credit facility.” ANDREW DAY

With fund-raising periods typically lasting between 12 to 18
months, even having a new primary LP come on board
during that time can result in misalignment on the
information provided to lenders, as not all new LPs will
agree with what was decided upfront with the lender.

$
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Kevin Robinson notes, “Sovereign immunity is a real issue.
Both for true companies and for states that think they are
sovereign.”

$$$
$
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> What is the impact of leverage
on IRR?

What are best practices for
clients in terms of disclosure?
How to advise clients seeking to engage in leverage, and
what documentation are essential to disclose leverage
upfront.
On an on-going basis, the question of what to disclose
becomes more complicated. At a fundamental level,
investors care most about the impact of leverage - first to
themselves, next to the fund. Investors will likely expect
to see information in reporting on the amount of
leverage outstanding, the proportion attributable to
them, and when the leverage is due, so they can prepare
for capital call notices further down the line.
A few years ago the ILPA came out with guidance on
information managers should have for credit facilities,
they recommended that investors should know the
terms of the credit facilities, the ins and outs.

> How to advise your clients
seeking leverage
> What do you need to disclose?

Kevin Robinson added, “We’ve had requests to run separate
books, to provide return information, as if we had drawn capital
on day one. So far, we’ve politely declined to do that, and
investors have accepted that. We so far are comfortable with
just simple disclosures that the returns may be impacted by the
use of credit facilities.”
Another expert offered a different perspective on disclosure,
having observed an increase in prospective investors asking to
review fund data with and without leverage. While easier not to
have to disclose IRR without leverage, it is nevertheless difficult
to refuse this type of investor request, given that the motivation
is simply to better evaluate the performance of the investment.

Andrew Day
Partner
Kirkland & Ellis LLP
e. andrew.day@kirkland.com

“A lot of the terms of the credit facilities are
not feasible to disclose particularly because
there’s confidentiality on what you’re
permitted to disclose. You have to be very
careful in getting that balance right in terms
of giving investors enough information, so
investors know what they’re responsible for
and what may have an impact on the
performance of the fund, versus too much
information of regarding the terms on which
you’re borrowing.” ANDREW DAY
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Evolution of the fund raising
environment for global private equity
LPs request detailed information on a
deal-by-deal basis
Oliver Morris notes, “We’ve spent some time internally
tracking LP requests, making sure that the software and
tech is enabled that you report against that data, that
you’ve got it instantly available. We did this because when it
comes to fund-raising, there will be that curveball and that
data needs to be readily available. We’re seeing it intraquarter, we see some LPs even on an individual call notice
will just send a request and ask what IRR to date is, ex
finance cost.”

Instead, the key consideration for GPs should be
understanding the degree to which leverage puts
performance in a different quartile and mis-represents
return, relative to that of peer GPs. When explaining how
to utilize the credit facility (which is on a relatively short
basis - 90 to 100 days at most), there is broad recognition
that the IRR may be slightly skewed, but not to the extent
that comparability of returns is influenced.

Oliver Morris
Director, Product Development −
Private Equity, SANNE
e. oliver.morris@sannegroup.com

“While the impact of leverage on returns is a
key discussion topic among intermediaries and
consultants, I have not observed escalating
demands for granular reporting.”
DEBRA ABRAMOVITZ
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> Are fees impacted?
> Does facility size matter?
> Examples of outsourcing
relationships that have
successfully delivered

What are the potential
drawbacks of using RCFs?
Weighing up some of the disadvantages of using
RCFs, our panel pointed out that while credit can
amplify returns, it can also emphasize poor
performance. As such, RCFs should be thought of as
a tool, not a substitute for being able to choose the
right investments.
Are fees impacted?
The impact of RCFs on fees is debated. When it comes to
fee structure, there will sometimes be a higher rate for
invested versus committed capital, yet there will be a
delay in the ability to earn management fees on closed
investments for the duration of time that the facility is
outstanding.

Facility size
While the benefits are obvious of RCFs from an operational
stand-point (e.g. smoothing capital calls), a subtler
drawback is how to size the facility optimally. In
experience, the cost of having too large a facility relative to
requirement is considerable in terms of potential fees,
however, in future, this could result in innovation:
platforms comprised of different funds could make use of
an umbrella facility across multiple funds that could be
accessed on as-needed basis. Such an approach might
provide a more efficient and cost-effective way to manage
liquidity and funding.

“You can try and negotiate around that and
start charging the fee once the investment
closes, versus actually drawn, but I don’t
think most LPs accept that. So, we have had
scenarios where we’re earning less
management fees as a result of the use of
credit facilities.” KEVIN ROBINSON
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The use of credit facilities following
the financial crisis
Are credit facilities genuinely being used for leverage as
opposed to operational efficiency and liquidity?
Debra Abramovitz debunks this question saying, “You
do start to see a bit of a hybrid, where these
subscription lines are starting to get longer and longer.
When they first started out, they were limited to 90
days, maybe 30 days even. We are seeing that being
pushed out to 180 days, a year. I have some clients who
are able to keep it outstanding to two years. That’s
starting to look more like a leveraged investment rather
than an administrative ease investment.”
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CONS

Kevin Robinson elaborates, “90% of our use is really
operational efficiencies. In certain funds, if we’re
acquiring smaller assets that can’t be financed on a
standalone basis, we’ll use a subscription facility,
warehouse a few assets for a short period of time until
we get optimal size. In that case we are using it as true
leverage but not intended to be leverage for the
duration of the investment holding period.”
Our panel concluded with a summary of what needs to
be at the forefront of managers’ minds as they weigh
whether or not to use a credit facility. With GPs and
LPs both broadly comfortable with using RCFs, they
appear set to grow in popularity. The outstanding
concern remains that the data requirement will likely
intensify under heightened regulatory scrutiny.
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We are one of the leading
global providers of alternative
asset and corporate services.
We make the difference for
our clients.
SANNE has undertaken to engage with all
of the markets in which it operates to
share knowledge, collaborate with peers
and hear from industry leaders as to their
thoughts on the key issues and topics
affecting the industry and its practitioners.
Established for over 30 years and listed on the Main
Market of the London Stock Exchange, SANNE has more
than 1,400 employees worldwide and has in excess of $315
billion assets under administration. Our network of offices
provide American based managers with highly skilled and
director-led teams of asset class specialists.

JEFF HAHN
Managing Director, Alternative Assets
Americas

t. +1 212 607 5905
e. jeffrey.hahn@sannegroup.com

FRED STEINBERG
Managing Director – North America

t. +1 646 893 6550
e. fred.steinberg@sannegroup.com

HANNAH C JAEGER
Head of Business Development
Americas

As leaders in the alternative assets industry, SANNE
delivers tailored fiduciary services to a highly valued
international client base. SANNE has a global network of
regulated businesses within 19 leading financial
jurisdictions across the Americas, EMEA & Asia-Pacific.

t. +1 212 607 5901

Each specialist business is led by directors with extensive
asset and market experience, supported by multifunctional
teams. These teams are aligned to the specific
requirements of each client across one accredited
platform.

ERIC WEINSTEIN

“We take great pride in understanding the
unique needs of each individual clients to
create tailored business solutions.”

e. hannah.jaeger@sannegroup.com

Director, Business Development
Americas

t. +1 917 599 9313
e. eric.weinstein@sannegroup.com

MATTHEW REYNOLDS
Manager, Business Development

Should you wish to find out more about our
services and operations in America, we would
be delighted to hear from you.
AMERICAS

EMEA

BVI*
Cayman Islands*
New York

Belgrade
Cape Town
Dubai
Dublin
Frankfurt*
Guernsey
Jersey

*Affiliated partner
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t. +1 917 599 9320
e. matthew.reynolds@sannegroup.com

ASIA-PACIFIC
London
Luxembourg
Madrid
Malta
Mauritius
Netherlands
Paris

Hong Kong
Japan
Mumbai
Shanghai
Singapore
Tokyo

More than 1, 400
people worldwide

FTSE 250
listed business

In excess of
$315bn AUA

MAKING THE DIFFERENCE FOR OUR CLIENTS

SANNEGROUP.COM

To find out more about SANNE, please
email Hannah Jaeger, our Head of Business
Development, Americas,
hannah.jaeger@sannegroup.com or
alternatively visit us online,
sannegroup.com
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Sivani Pillay – Marketing & Communications Manager
Kieran Blake – Marketing Administrator

Information on Sanne and its regulators can be accessed via sannegroup.com
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