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What a family office should establish before borrowing against

a private markets portfolio

By Alex Branton and Marc J. Sharpe, M.A., M.Phil., MBA

Abstract

A family office whose private markets allocation has matured, whose distributions have slowed and whose
capital calls have not, faces a liquidity problem of timing rather than solvency. Borrowing against the portfolio
(NAV financing) is one of six or seven responses available to it, and the one least often explained properly.
This paper compares a portfolio-level NAV facility against the alternatives. It distinguishes fund-level, portfolio-
level and concentrated-position facilities, and shows why the governance question survives the choice to lever
oneself. It explains why a lender almost never takes security over the underlying companies — because
limited partnership agreements restrict transfers and pledges, often including indirect ones — and why that
single constraint produces the three structures a family is likely to be offered, together with the covenants,
cash traps and sweeps that accompany the most common of them. It then separates reported net asset value
from eligible net asset value, the defined term to which an advance rate is actually applied and sets out what a
position-level schedule must disclose before borrowing capacity can be assessed. It models what a cash
sweep does to family liquidity when it operates from closing on a performing loan, compares a matched-cash
partial secondary sale against a facility on the same date, and closes with four tests a requirement must pass
before a facility might be considered the right solution.

Nothing in this white paper constitutes tax, legal, or accounting advice. The discussion of NAV credit facilities,
security structures and secondary market pricing is a general educational summary only, and individual
results depend on specific facts and circumstances. Readers should consult their own qualified counsel
before acting on anything described herein and should not rely on this white paper as a substitute for such
advice.

Introduction

Most families arrive at this issue the same way. The private markets allocation has matured, the distributions
that were supposed to fund this year’s calls have not turned up, and the calls have. Nothing has gone wrong
exactly. The cash is just in the wrong place at the wrong time.

At that point a family office has six or seven things it can do:
1. Hold more cash.
2. Sell liquid assets.

3. Draw on credit it already has.
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4. Sell some LP interests in the secondary market.
5. Borrow against the private portfolio.
6. Slow down future commitments.

In practice most families do two or three of these at once. The fifth is the one nobody explains properly to
families, so it is the one we will compare against the others here. What a lender is really securing. How much of
a portfolio actually counts toward borrowing capacity. What a cash sweep does to your liquidity. And when the
answer ought to be no.

Who is borrowing, and against what?

Several quite different things get called NAV lending, and the distinction that matters is who the borrower is.

A fund-level facility has the private equity fund borrowing against its own portfolio companies. Its limited
partners end up carrying leverage the general partner chose.

A portfolio-level facility has the holder of a set of fund interests borrowing against them. That is typically the
version available to a family office.

A facility against a handful of positions uses the same legal machinery on a concentrated pool. The credit
changes. The law does not.

Choosing your own leverage does not dispose of the governance question, and this is where families
sometimes get caught out. The borrower, the entity holding the interests, any guarantor, and the people who
actually benefit from the proceeds, are often four different parties. Once trusts hold part of the portfolio it gets
even more tangled still. Work out early which entity can borrow, which can pledge, and who would fund a cure.
Then look at what leverage already sits inside the funds and their portfolio companies, because whatever you
will sign sits on top of all of it.

How the security actually works, and why it drives everything else

Families often assume the lender takes security over the underlying companies. It almost never can, and the
reason explains most of what you will see in a term sheet.

Most limited partnership agreements restrict transfers and pledges. Plenty go further and treat an indirect
pledge, or an indirect change of control, as a restricted transfer too. That last part is what catches many
people. Pledging the equity of a holding vehicle sitting above the interests can trip the restriction just as a direct
pledge would.

The law firm, Mayer Brown, looked at this in March 2026 and put the consequence bluntly. A lender that took
security without the consent it needed may find it cannot foreclose or sell the interest on a default. It may be left
holding the economic proceeds and nothing else.
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So, permission to grant a pledge is not permission to enforce one. Out of that gap come the three structures a
family office is likely to be offered.

The three structures you are likely to be offered

Permission to grant a pledge is not permission to enforce one.

THE CONSTRAINT

Most limited partnership agreements restrict transfers and pledges, and plenty treat an indirect pledge, or an indirect
change of control, as a restricted transfer too. A lender that took security without the consent it needed may find it
cannot foreclose or sell the interest on a default.

1. SECURITY LITE 2. CARVE-OUT PLEDGE 3. FULL EQUITY PLEDGE

Collateral limited to cash Everything not restricted The whole interest

A pledge of the right to receive Pledges every equity interest Takes a full equity pledge of the
distributions, a covenant that except those carrying a interests.
distributions go into a pledged restriction that would block a

account, and security over that pledge, carving the restricted

account. It sidesteps the transfer ones out automatically.

restriction problem altogether,
and keeps gaining ground.

The price: strict loan to value It saves reviewing hundreds of It needs the consents.
thresholds, cash trap triggers, documents on day one, and has
diversification covenants, and become common on larger deals.
the right to sweep all net
proceeds.

Ask which of the three you are being offered before anybody talks about price.

A security interest in a deposit account can only be perfected by control, so unless the lender is the depositary bank it needs a
control agreement with every bank holding a distribution account. Agreeing those across several custodians, on top of any consents
and notices, is usually why a deal takes longer than the credit work alone would suggest. Legal structuring points draw on Mayer
Brown, Transfer Restrictions in NAV Credit Facilities, March 2026, as cited in this paper.

Figure 1 | The Family Office Association | Original illustration

Figure 1. The three structures described in this paper, and the trade-off each one carries. Original TFOA illustration.

The first limits the collateral to cash. The lender takes a pledge of the right to receive distributions, a covenant
that distributions go into a pledged account, and security over that account. Mayer Brown calls it security lite
and notes it keeps gaining ground, because it sidesteps the transfer restriction problem altogether.

There is a price for that, and you should expect to pay it. The lender cannot reach the assets, so it leans
instead on strict loan-to-value thresholds, cash trap triggers, diversification covenants, and the right to sweep
all net proceeds.

The second structure pledges every equity interest except those carrying a restriction that would block a
pledge, carving the restricted ones out automatically. It saves reviewing hundreds of documents on day one,
and it has become common on larger deals. The third takes a full equity pledge and needs the consents.

Ask which of the three you are being offered before anybody talks about price. A family that knows it is looking
at security lite will understand why the covenants and the sweep are as tight as they are and can negotiate on
that footing rather than treating the terms as difficult or contentious.
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One more thing sets the US timetable, and it is purely mechanical. A security interest in a deposit account can

only be perfected by control. Unless your lender happens to be the depositary bank, it needs a control

agreement with every bank holding a distribution account. Getting those agreed across several custodians, on

top of any consents and notices, is usually why a deal takes longer than the credit work alone would suggest.

Eligible net asset value, not net asset value

Borrowing capacity is not an advance rate applied to the sum of your general partners’ marks. It is applied to

eligible net asset value, which is a defined term buried in the facility, and the two numbers can sit a long way

apart.

Generic advance rates are close to useless here. Ask instead for a position-level schedule, and read it for:

1.
2.
3

4.

5.

Reported value and the date it was struck

Which positions are excluded, and why

Concentration caps by fund, by manager, and by underlying asset
Valuation and currency adjustments

How unfunded commitments and existing debt are counted, and whether the marks already reflect them

Three further questions decide how much headroom a family office really has:

1.

2.

3.

Does capitalized interest count as debt?
Can the lender challenge a valuation between reporting dates?

Is the initial advance limit the same as the maintenance threshold, and the same again as the level where
cash starts being trapped? Often it is not, and nobody volunteers that.
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Reported value is not borrowing capacity

The advance rate is applied to eligible net asset value, a defined term buried in the facility.

REPORTED NET ASSET VALUE THREE QUESTIONS THAT DECIDE
YOUR REAL HEADROOM

the sum of your general partners' marks Does capitalized interest count as debt?
WHAT THE DEFINITION TAKES OUT Can the lender challenge a valuation
« Positions excluded, and why between reporting dates?

» Concentration caps by fund, by manager, by underlying asset L -
Is the initial advance limit the same as

» Valuation and currency adjustments the maintenance threshold, and the same
again as the level where cash starts
« How unfunded commitments and existing debt are counted being trapped?

v
ELIGIBLE NET ASSET VALUE

the advance rate is applied to this number, not the one above

AND THE ARITHMETIC IS EASY

35% — =-20% — =44% —— further

facility drawn value falls, where the if the asset that fell
at this LTV debt held flat ratio now sits is no longer eligible

Whether that is a problem depends on where the thresholds were set in the first place.

Two portfolios with identical reported value can support very different facilities once these definitions bite, and diversification
across fifteen funds can hide the same managers, or the same companies, sitting underneath three of them. Generic advance rates are
close to useless here; ask instead for a position-level schedule.

Figure 2 | The Family Office Association | Original illustration

Figure 2. Why reported value overstates borrowing capacity, and the arithmetic of a 20% markdown. Original TFOA illustration.

Two portfolios with identical reported value can support very different facilities once those definitions bite.
Diversification across fifteen funds can also hide the same managers, or the same companies, sitting
underneath them.

What a cash sweep does to family office liquidity

Borrowers tend to read the sweep as a default remedy and move on. It is usually rather more than that. In

many structures it runs from closing, on a perfectly performing loan, routing distributions to the lender before
anything reaches the family office.

Accrued interest makes it worse. The balance climbs while the lender is taking the distributions. The calls still
arrive. The cash you had earmarked for them has gone.
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Where the distributions go

One distribution, routed three ways, and what actually reaches the family at each stage.
CAPTURED ON THE WAY WHAT REACHES THE FAMILY

Permitted deductions
Distributi capital calls, taxes and costs, where agreed Balance released
NORMAL OPERATION e uon. > the family keeps what is
izl Scheduled debt service left
interest and fees
e o e Hrauten reaten
o ettt Nothing released
CASH TRAP LEVEL Distribution » [Ecpttoiheilendey » B untirthe test is met
received and held in the pledged account i
-
Share of the distribution released
s Nothing released
COVENANT BREACH Dl > Al et PInc sed slaWapE > cure o further collateral
received and applied against the balance e
share of the distribution released

Structure only; the share bar is indicative of direction, not a measured propor

from closing, which

deductions are permitted, where the ¢ and breach thresholds sit, and iated and

transaction specific. Based on the collal nd cash rol structures descr nsfer

Restrictions in NAV Credit Facilities, March 2026

Figure 3 | The Family Office Association | Original illustration

Figure 3. Where the distributions go: one distribution routed under normal operation, at cash trap level, and in covenant breach,
showing what is captured on the way and what reaches the family at each stage. Original TFOA illustration.

So, model the sweep on its own, before you model any breach.

1. How much of each distribution gets captured?

2. Are there carve-outs for capital calls, taxes and running costs?
3. Atwhat point does it switch off?

Then push the case. Delay the realizations, mark the portfolio down, and look at what is left. If the answer is
nothing, somebody has to find it, and the family office should know who that is well before it signs.

The arithmetic itself is easy. Hold the debt flat, drop the value 20%, and a facility drawn at 35% LTV sits at
roughly 44%. Whether that is a problem depends on where the thresholds were set in the first place. It also
depends on something less obvious. If the asset that fell is no longer eligible, an exclusion can push the
effective ratio a good deal further than the markdown alone would.

Comparing cost, and comparing options

Headline margin is not a comparison. Nor is total cost divided by expected usage, because the offers will differ
in fee base, draw timing, and repayment assumptions.

Put every proposal on the same dated schedule of drawings and repayments. Then look hard at what each fee
is charged on. An origination fee on the full commitment is a different animal from one charged on amounts
drawn, and on a partly used facility that gap gets wide.

Build in the benchmark convention and any floor, the split between cash and capitalized interest, the sweep,
and anything payable on prepayment or extension. Produce a dollar total and an effective annual rate off the
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dated flows. Then run it again on lower utilization. Then once more on a delayed exit, because that is the case
that typically happens.

Borrowing against the portfolio, or selling part of it

Both routes have to raise the same cash on the same date or the comparison is theatre.

Say a family office needs $20m. At a bid of 91% of reported value, raising it means selling ~$22m of reported
value, so the discount is ~$2m before transaction costs and taxes. The alternative is a $20m drawing, which
leaves $20m to repay plus interest, fees and covenant exposure.

Same cash today, what is left tomorrow

A matched-cash partial secondary sale against a proposed facility, on the figures in this paper.

PARTIAL SECONDARY SALE PORTFOLIO-LEVEL FACILITY

PANEL A — SAME CASH TODAY

NET CASH RAISED $20.00m o
REPORTED VALUE SOLD $21.98m None
at a 91% bid nothing leaves the portfolio
VALUE RETAINED Reduced Unchanged
by $21.98m of reported value subject to market moves
UNFUNDED COMMITMENTS Transferred Retained in full
with the interests sold and still to be funded
LEFT TO REPAY Nothing $20.00m

plus interest and fees

The discount of $1.98m is paid once. The $20.00m is owed until it is repaid.

PANEL B — WHAT IS LEFT TOMORROW

Unrestricted cash after capital calls and debt service, $m

READING THE PANEL

20 e Sale — base case
— = Sale — delayed realization
10
——— Facility — base AND
minimum liquidity reserve delayed
0
covenant trigger: a 20% markdown puts LTV through
S5 the threshold while the sweep still holds the cash Under the facility the sweep routes
distributions to the lender from
Q0 Q2 Q4 Q6 Q8 closing, so the family’s own cash
follows the same path whether
realizations arrive on time or late.
Under the sale the cash raised is
unencumbered, but the interests and
their unfunded commitments are gone,
Illustrative. The paper supplies the $20m requirement, the 91% bid and the resulting $21.98m of reported value sold, the 35% LTV and
the 20% markdown. The quarterly capital-call and distribution path, the cost of carry, the minimum liquidity reserve and the
covenant threshold are assumptions made to draw the exhibit; they are not figures from the paper and are not a forecast. Put your

own schedule through the same two panels.

Figure 4 | The Family Office Association | Original illustration

Figure 4. Same cash today, what is left tomorrow: a matched-cash partial secondary sale against a proposed facility, and the
unrestricted cash each leaves after capital calls and debt service, in a base case and a delayed realization case. Original TFOA
illustration.

Setting a discount on the whole portfolio against interest on a partial drawing is not a comparison at all. It
flatters borrowing, and it is how decisions get made badly.

Three warnings belong with that arithmetic:
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1. Buyers select. A strong bid on your two best funds does not price the rest, and a published average is
market color rather than an offer for your interests.

2. Headline price is not cash. A good share of LP sales now carry deferrals or other structured terms, so what

settles at closing can be well below the number quoted.

3. A sale takes the unfunded commitments with it, and borrowing does not. Where the real difficulty is the
pace of future calls, borrowing to meet them finances commitments whose value dips through the early
years, shrinking borrowing capacity at exactly the moment the balance is growing.

Some context, though not a forecast. In the first half of 2026, Jefferies, the investment bank, put average LP
portfolio pricing near 87% of net asset value. Buyout was around 91%. Real estate was around 68%. Those
are dated observations of dispersion. None of them is a bid for your interests, so family offices will need to go
and get real ones when considering options.

When another route is better

A few situations argue against a facility:

1. A recurring shortfall is the clearest of them. Borrowing turns an allocation problem into a leveraged
allocation problem, and the problem is still sitting there next year.

2. Concentration is the next. If one or two positions carry the portfolio, the terms on offer will tell you so.

3. Repayment is where families most often fool themselves. Portfolio distributions are the normal repayment
source and there is nothing wrong with that at all. What does not work is a plan resting on values
recovering, or on a refinancing nobody has committed to.

4. Then governance. If the committee has not settled who authorizes a cure, and whose assets fund it, have
that conversation before signature rather than in the middle of a bad quarter.

5. And if the family would exit the assets anyway, a discount to a stale mark may simply be what they are

worth.

A decision rule

Thin distributions do not automatically call for a facility. Four things have to line up:

1. The requirement should be temporary and defined.

2. The portfolio should be diversified, and one you actually mean to keep.

3. The sweep and covenants should still leave enough cash for known calls in a downside case.

4. And repayment should not rest on an assumption your committee would throw out in any other context.
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The decision rule: four things have to line up

Thin distributions do not automatically call for a facility.

Temporary and defined. Diversified, and one you The sweep and covenants Not resting on an
actually mean to keep. still leave enough cash assumption your
for known calls. committee would throw

out in any other
context.

Miss any of the four, and the alternatives deserve the same arithmetic, done properly, before anyone signs anything.

The alternatives set against a facility in this paper: hold more cash, sell liquid assets, draw on credit already in place, sell LP
interests in the secondary market, or slow down future commitments. In practice most families do two or three of these at once.

Figure 5 | The Family Office Association | Original illustration

Figure 5. The four tests set out in this paper. Original TFOA illustration.

Miss any of the four and other alternatives deserve the same arithmetic, done properly, before anyone signs
anything.
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» Figures 1 to 5 are original illustrations prepared by The Family Office Association from the content of this
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DISCLOSURES

Educational only. Not investment, legal, tax or accounting advice. Not a recommendation. Not an offer of
financing.

What is described here are general market structures. Terms vary by transaction and turn on the relevant fund
and facility documents. Readers should take their own professional advice and get their own proposals and
bids.

Market data is a dated illustration drawn from the Jefferies Global Secondary Market Review, July 2026. It
reflects aggregate transaction observations, not executable prices. Legal structuring points draw on Mayer
Brown, Transfer Restrictions in NAV Credit Facilities, March 2026.
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The figures in this paper are original illustrations prepared by The Family Office Association from the content

of this paper. They reproduce no third-party artwork.
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All the information provided by The Family Office Association (“TFOA”) are for informational and
educational purposes only and neither purports nor intends to be, specific trading or investment advice

or a recommendation to buy or sell any security, fund, or financial instrument. Information should not be
considered as an offer or enticement to buy, sell or trade. You should seek appropriate advice from your
broker, or licensed investment advisor, before taking any action. Past performance does not guarantee
future results. By subscribing as a member to TFOA, you acknowledge and accept that all trading decisions
are your own sole responsibility, and TFOA or anybody associated with TFOA cannot be held responsible for
any losses that are incurred as a result. The information contained in this electronic mail message,
including attachments, if any, is confidential information. It is intended only for the use of the

person(s) named above. Internet emails are not necessarily secure. Each recipient is responsible for
carrying out such virus and other checks as it considers appropriate to ensure that the receipt, opening,
use or onward transmission of this message and any attachments will not adversely affect its systems or
data.

Nothing in this white paper constitutes tax, legal, or accounting advice. The discussion of NAV credit
facilities, security structures and secondary market pricing is a general educational summary only, and
individual results depend on specific facts and circumstances. Readers should consult their own qualified
counsel before acting on anything described herein and should not rely on this white paper as a
substitute for such advice.
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