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  INFLECTION POINT  -  The  demand for  more  soph is t i ca ted  f inance  so lut ions  i s  expected  to  s t rengthen .

to a general increase in innovation and 
complexity in financing and expected 
those trends to continue, including the 
emergence of financing structures 
previously unthought of.

• New capital and new entrants
Fund financing has been dominated by 
bank lenders, but the attractive risk-
return profile and the desire among non-
bank investors to diversify into alternative 
assets is drawing new entrants to the 
market from smaller banks to insurers 
and other institutional investors. Demand 
for fund finance is inexorably linked to 
the overall scale of the fund market, 
initial fundraising is booming, and mega-
funds are now commonplace. Major 
fundraisings in 2022 include Advent 
International (US$25 billion), KKR (US$19 
billion) and Blackstone (US$30 billion). 

Each of these trends has many 
aspects, but combined they amount 
to continued growth in private equity 
funds and in the demand for credit 
financing, rising complexity in the 
structures of that finance and the need 
for sophisticated solutions. 

SUSTAINABILITY 
Sustainability is no longer an afterthought 
in fund financing. Questions around ESG, 
the potential for explicit sustainability-
linked finance and the metrics required 

as issues by many of our interviewees. 
But, despite the uncertainties, the view 
was unanimous that fund finance would 
weather the turbulence. 

Nevertheless, these uncertainties 
provide the backdrop to fund financing 
trends over the coming months 
and beyond.

Aside from the macroeconomic 
environment, three key trends emerged 
from our in-depth interviews; some 
already established but set to accelerate 
and develop, others nascent and yet to 
show their full ramifications.

• Sustainability
Green funds and an environmental 
dimension to investment have been 
features of the funds sector for at least a 
decade, but in the past few years, the 
focus on sustainability has intensified. 
Both finance providers and sponsors 
are increasingly keen to link finance 
explicitly to ESG targets. This in turn is 
raising concerns and challenges around 
the risks of greenwashing and the rigour 
and metrics required.

• Innovation and complexity
Net asset value (NAV) financing has been 
increasing in recent years. NAV financing 
links finance to underlying assets, rather 
than funds deals. But NAV is just one 
aspect of the innovation in the market. 
Many of the experts we spoke to attested 

Emerging trends in  
European fund finance

FUND FINANCING HAS BEEN ONE OF THE STRONGEST GROWTH STORIES IN THE FUNDS INDUSTRY OVER 
THE PAST DECADE. AS SUSTAINABILITY HAS BECOME A VITAL DIMENSION OF FINANCE AND AS NEW 

UNCERTAINTIES ARISE IN FINANCIAL MARKETS, WHICH TRENDS WILL SHAPE THE FUTURE OF FUND FINANCE?

RISING ALLOCATIONS TO alternative 
assets, low global interest rates and 
an increasing demand from managers 
for sophisticated and flexible solutions 
have led to growth, not just in the 
sheer scale of fund financing but also 
in its sophistication.

Today, rapidly changing 
macroeconomic conditions, highlighted 
by rising interest rates and the recent 
bout of turbulence across financial 
markets, have posed fresh challenges 
and herald a new environment for 
investment and finance. But while 
market turbulence has dampened the 
pace of growth, fundraising remains high 
by historic standards, and the demand for 
more sophisticated financing solutions is, 
if anything, expected to strengthen. 

To understand the scale and pace of 
these emerging trends and the effect 
of recent market events, Funds Europe 
spoke to experts across the funds 
sector, from advisers to legal experts, 
asset managers and fund financiers 
themselves, to hear their insights on this 
fast-changing landscape.

Key trends and factors
The global economy is at an inflection 
point. Central bank rates are rising across 
the developed world while geopolitical 
uncertainty continues to cast a shadow 
over investment; the cost of funding, FX 
rates and even sanctions were raised 



to build ESG into the heart of the 
process have become a core issue in 
fund finance.

As Georgina McCreadie, assistant 
director, funds advisory at Deloitte, 
explains: “ESG is only continuing to grow 
as an area of attention for PE managers. 
We are seeing this translate into a 
growing interest and focus on ESG and 
sustainable linked financing for funds. 
Managers are increasingly looking for 
ESG to be one of the initial discussion 
points when considering how to structure 
their subscription facilities and will 
see it as an important capability when 
reviewing lenders’ offerings.” 

Much of the impetus for pushing and 
maintaining ESG issues high on the 
fund financing agenda is coming from 
lenders themselves, who have made 
environmental issues in particular 
a priority. McCreadie points out that 
bank lenders are likely to refer fund 
financing deals not only to their credit 
committees but also, and with equal 
emphasis, to their own ESG committees. 
And McCreadie points to rising demand 
from LPs for an ESG dimension to 
their investments. 

Lynn Alzin, partner in the finance and 
capital markets practice of Luxembourg 
business law firm Arendt & Medernach, 
agrees. “What’s driving the increase in 
ESG is greater investor engagement,” 
she says. “Investors are becoming more 
engaged in general, which is obviously 
then driving the pressure on funds to line 
up their ESG objectives and have that at 
the heart of their strategy.”

An emerging metrics system
As well as continuing to rise in 
importance as an issue, ESG itself is also 
developing into a more complex and 
sophisticated aspect of finance. Warm 
words and broadly framed intentions 
are no longer sufficient. Hard key 
performance indicators (KPIs) are now at 
the core of sustainability-linked loans 
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in which rates are directly connected to 
achieving key performance indicators.

Melinda Perera, capital markets and 
banking partner at law firm Linklaters, 
says: “One of the biggest trends we see 
currently is the continuing intellectual 
investment that we and our clients – both 
sponsors and lenders – are making in 
understanding how best to structure 
ESG-based KPIs in sustainability-linked 
facilities. This comes with complexities, 
given that there is a very wide range 
of sustainability frameworks. Different 
sectors will have very different KPIs, and 
recent historic levels for certain targets – 
for example, greenhouse gas emissions 
– might not be appropriate, given the 
impact of Covid-19.

Perera adds: “There is also a real 
variation across different markets in 
Europe around the use of sustainability-
linked lending. In centres for funds and 
fund financing, such as Luxembourg 
and London, margin adjustments 
with reference to ESG-based KPIs is 
pretty common. In others, it is more 
early stage.”

The global market is even less 
homogeneous. Ian Harcourt, country 
head and head of institutional banking at 
RBS International Luxembourg, says the 
US is still far behind the European market 
in its adoption of ESG metrics in their 
funds. “The US is clearly lagging behind 
Europe in regard to measurement 
plus reporting standards because the 
subsidies, along with the support the US 
government was giving and how long 
they would last, was unclear.”

But Harcourt is hopeful the disparities 
between Europe and the US on ESG 
issues will reduce and argues the US 
Inflation Reduction Act (IRA), passed in 
August this year, has created important 
incentives, as well as visibility on that 
support, for 15 to 20 years ahead. 

Despite variations between markets, 
common ground is emerging, and 
the direction of travel is clear – ESG-

based KPIs are becoming a core 
factor in fund financing. Crucially, 
says Stefan Szczurowski, director of 
institutional banking at RBS International, 
rigorous KPIs and Sustainability 
Performance Targets (SPTs) will be 
essential in the battle against the risk  
of greenwashing. 

“The key thing is ensuring that the SPTs 
that the agreed KPIs are being assessed 
against are the right targets and that they 
reflect material improvement – it has to 
be about driving real change. We’ve seen 
an increase in the average number of 
ESG-based KPIs in sustainability-linked 
facilities – it’s now an average of two 
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“THE U.S. IS CLEARLY 
LAGGING BEHIND 
EUROPE IN REGARD 
TO MEASUREMENTS 
PLUS REPORTING 
STANDARDS BECAUSE 
THE SUBSIDIES, 
ALONG WITH THE 
SUPPORT THE U.S. 
GOVERNMENT WAS 
GIVING AND HOW 
LONG THEY WOULD 
LAST, WAS UNCLEAR.”
Ian Harcourt



to form a hybrid form of finance. 
Thirdly, there is GP financing, typically 
secured against GP-owned assets or 
management fees.

These different types of finance 
play different roles in the market, but 
sublines remain the bread and butter 
of the business. Haakon Blakstad, chief 
commercial officer at fund advisory 
group Validus, says the true global scale 

or three per deal, including social and 
governance metrics as well as the more 
common environmental and climate 
ones. We’re seeing more enquiries from 
sponsors about how they can incorporate 
ESG-linked terms into their facility. 
But the key is that these features are 
rigorously challenged with appropriate 
due diligence,” says Szczurowski.

And there is a growing army of experts 
involved in that process. Each deal 
team will be examining ESG risk, the 
fund sponsor will typically have an ESG 
team, and the lender will have their 
own dedicated team focused on the 
structuring of ESG-linked facilities. 

To date, the marginal difference in rate 
available through a sustainability-linked 
loan has been very modest, and the 
primary benefit has been in reputation 
and in meeting the ESG expectations 
of investors. But this may be changing, 
first in its complexity and second in 
its materiality. The use of two-way 
ratchets is increasing, where funds not 
only secure a marginally lower rate for 
achieving ESG KPIs but may also face 
penalty rates in the event of failure to 
hit those targets. Meanwhile, Jen Yee 
Chan, specialist in fund finance at the 
law firm Simmons & Simmons, says she 
is seeing some signs that the marginal 
rate available for meeting ESG KPIs 
may be widening. 

“Initially you were only talking about a 
couple of basis points, so people were 
saying, ‘This is not worth it.’ Now I am 
sometimes seeing differentials in the 
double digits,” says Chan.

Sustainability-linked finance becoming 
truly material would mark a step forward 
for sustainability. But whether this 
happens in the short or long term, the 
investor demand for an ESG dimension 
to investment and the pressure from 
authorities to build ESG targets into 
investment terms mean sustainability 
is now an unstoppable force in fund 
finance and no one can afford to ignore it.

INNOVATION AND COMPLEXITY
Fund finance comes in a range of 
structures but can be categorised into 
three broad groups. 

Firstly, there are subscription lines – 
financing at fund level. Secondly, there 
are NAV or asset-backed facilities, 
which are secured against the value 
and cashflows of the underlying assets 
and may be combined with sublines 

funds-europe.com 7

THE FOCUS OF SUSTAINABLE INVESTMENT

The focus of sustainable investment is rapidly evolving as new priorities 
emerge both from an environmental and economic perspective. Melinda 
Perera, capital markets and banking partner at law firm Linklaters, outlines the 
key areas where sustainable funds and sustainable fund finance will need to 
play a role – and some key unknowns that may yet move the goalposts.

“A big focus at the moment is energy transition, in light of the situation in 
Ukraine. Energy transition is a very important challenge for European funds 
from an ESG perspective: for example, this year we have seen the EU’s plan to 
achieve European independence from Russian fossil fuels by 2027, within the 
EU’s broader net-zero goal by 2050. Clearly, funds have a huge role to play in 
supporting energy transition through their investment activities, but it may well 
be that in order to support energy transition, complex ESG issues will need to 
be weighed up. 

“For example, materials such as cobalt, which are key to battery technology, 
require supply chains in countries that mine them, the two biggest of which 
in the case of cobalt are DR Congo and Russia, which clearly raises questions 
from an ESG perspective. To take another example, there are ongoing 
questions about the role of gas and nuclear. From an EU law perspective, 
they have been labelled as transition fuels in the Green Taxonomy, enabling 
investors to market them as green investments, but what proportion of 
institutional investors will see it that way, and for how long?”
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of subline financing is unknown, but 
undoubtedly vast.

“The subscription line market is the 
largest and it’s the one that is being used 
by almost everyone in the private capital 
and alternative investment space,” says 
Blakstad. “No one has ever been able to 
estimate the total size of that market 
in monetary terms – how many billions 
or trillions exist in those facilities across 
the world. 

“There is just such a wide variety in 
how people use these facilities, how 
much they might borrow and how long 
they might have the facility. That is the 
other thing that makes it complicated 
to assess the market size, because for 

every manager, the outstanding amount 
can vary from hundreds of millions one 
month to zero the next month, because 
they’re being repaid quite quickly.”

The Covid pandemic saw a sharp rise 
in subline pricing, which according to 
Blakstad dropped back temporarily 
before rising again in anticipation of 
central banks and market rates rises. 
Speaking before the market turbulence 
of October, Blakstad was already 
expecting tougher times ahead.

“There’s war in Europe, there’s 
inflation unchecked, there’s rates going 
up. People in all financial markets are 
concerned and there’s troubling clouds 
on the horizon. For that reason, people 
are being a bit more cautious, and some 
banks are curtailing lending. That’s one 
very clear reason pricing is going up. But 
there’s another reason: we’ve got a very 
large and increasing demand. There is 
certainly no slowing down in fundraising. 
It seems like every month there’s news 
of a new mega fund with 10 billion plus 
being raised and of course, all these 
funds need this kind of financing, 
because it’s become part of how they 
live and breathe.”

Blakstad is just one of several experts 
who point to an increased demand 
from funds for solutions to market 
uncertainties, such as rate rises and 
FX volatility, even before the recent 
market turbulence.

Funds backing their assets and 
seeking asset-backed
The challenges of the Covid pandemic 
also prompted many funds to hold on to 
strongly performing assets longer than 
originally planned rather than exit during 
the economic slowdown. Research 
from the financial software provider 
eFront found that private equity holding 
periods rose to an average of 5.4 years 
in 2020, from an average 3.4 years a 
decade earlier1. 

This prompted two further trends, both 

of which have continued as the pandemic 
has waned and new uncertainties have 
emerged. The first is GP financing, 
typically to bridge GP investment as 
existing funds extend while allowing 
LP exits. The second is asset-backed or 
NAV finance, which since it is secured 
against underlying assets, proved 
attractive for those holding assets with 
strong fundamentals. 

Chan at Simmons & Simmons 
explains: “A number of funds, and in 
particular PE funds, were concerned 
about what the valuations were going 
to look like for their portfolio companies 
and whether this was the right time, 
even if the fundamentals were sound, 
to try and achieve an exit. So, you had 
funds that would ordinarily have been 
moving into the harvesting phase 
thinking: ‘This is not a good time to be 
harvesting anything.’

“So, they decide to buy and build. 
And maybe if they are in year five of 
the fund, they don’t have any uncalled 
commitments – that’s a situation ripe for 
a lot of NAV-type financing activity.”

NAV financing is still a minority activity 
in fund financing, but its growth has 
been conspicuous and was mentioned 
by almost all our interviewees. Most 
think it is only likely to grow. The base 
of assets upon which NAV finance can 
be built is vast, with private equity alone 
estimated to be sitting on US$5 trillion of 
unrealised assets2.

Steve Burton, treasurer at investment 
management group ICG, says: “Sublines 
have become well understood and 
accepted by LPs, and NAV deals are now 
going down that same route. They’ll take 
a while to get anywhere near the subline 
acceptance, because there’s a lot more 
complexity in them, but they’re becoming 
another very common tool for somebody 
looking for fund finance.”

In the coming months however, Burton 
suspects the economic uncertainty 
might put a temporary brake on NAV 
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“INVESTORS ARE 
BECOMING MORE 
ENGAGED IN 
GENERAL, WHICH 
IS THEN DRIVING 
THE PRESSURE ON 
FUNDS TO LINE UP 
WITH THEIR ESG 
OBJECTIVES AND 
HAVE THAT AT THE 
HEART OF THEIR 
STRATEGY.”
Lynn Alzin
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finance. “In periods like this, it will slow 
down because assets have to go through 
greater scrutiny. So, I think that the NAV 
market might struggle a little bit more 
than the subline market in the next six to 
12 months.” Overall, he believes NAV will 
continue to grow. 

Solutions for uncertain markets
NAV is also indicative of a broader trend 
towards greater complexity in fund 
financing. Covid, and now a renewed 
macroeconomic uncertainty of rising 
rates and increased market volatility, is 
leading sponsors and managers to seek 
added components to their financing to 
help mitigate risk.

“Another important component of 
financing is certainty,” says Perera at 

Linklaters. “With the volatility we are 
seeing at the moment, leveraged loan 
and high-yield markets might become 
increasingly challenging and expensive 
to access. Fund financing is therefore an 
alternative and complementary source 
of finance, which is arguably less prone 
to market volatility and can be used in 
parallel with deal-level funding to ensure 
access to liquidity.”

 These developments in structures and 
risk perception vary between markets, 
Perera adds, but the direction of travel 
is common. “Different jurisdictions 
in Europe will be further up or down 
the curve of these trends, but the one 
constant is that anyone working in fund 
financing must have a deep bench of 
global multi-jurisdictional expertise 
to help them navigate the evolving 
landscape,” she says.

In terms of the sources of funding 
themselves, matters are also growing 
more complex. The sheer scale of funds 
now being created means meeting 
their financing needs is sometimes 
beyond the appetite of a single lender 
and syndication of fund financing is on 
the rise.

GROWTH IN NON-BANK LENDERS 
The rise in sustainability issues, the 
growing scale of fundraising and the 
demand for greater sophistication and 
complexity in financing are helping to 
drive the third key trend in fund finance 
– the growing presence in the market of 
non-bank lenders.

For Szczurowski at RBS International, 
this is in fact one of the most important 
developments.

“The main trend we’ve seen is the 
recent entry of non-bank lenders, such 
as insurers, pension funds and other 
institutional asset managers, into the 
market to fill the supply demand gap 
between the amount of capital being 
raised and the financing that can be 
provided by the traditional bank market. 

According to Preqin, US$320 billion was 
raised by European managers in 2021, 
that’s up fourfold in ten years from 
US$78 billion raised in 2011, outpacing 
the growth in financing capacity across 
the traditional banking markets,” 
says Szczurowski.

As well as demand from the fund 
sector itself for new financing sources, 
there is a rising supply. Institutional 
investors have a growing appetite for 
alternative assets as a way to diversify 
away from traditional markets. A survey 
by private asset research group Preqin 
found that the top 25 global institutional 
investors planned to increase their 
allocations to private markets from 9% in 
2021 to 10-15% by 2025 and then further 
to 15-20% by 2030, twice today’s level.

According to Burton at ICG, the arrival 
of new entrants in fund financing is 
also being stimulated by the perception 
that non-bank institutions may have 
more regulatory flexibility. “Insurance 
companies, pension funds are coming 
direct, they have a different view on how 
they want to lend,” he says. “There is a 
view that they might have less stringent 
requirements around KYC (Know Your 
Customer) and documentation and 
they’re certainly finding their place less 
so on sublines and more on the secured 
asset base.

“Ignoring the immediate environment, 
they are definitely going to be players in 
this,” Burton adds.

Jamie Mehmood, head of funds 
advisory at Deloitte, points in particular 
to debt funds becoming financiers of 
private equity funds: “Debt funds are very 
keen to deploy now into private equity 
NAV financing opportunities. When you 
look at fund finance, private debt is an 
emerging source of innovative liquidity, 
which I think is one of the major changes 
that we’ve seen over the last two years 
and will be a force driving the evolution 
of the more structured end of the fund 
finance spectrum going forward.”

“PRIVATE DEBT IS AN 
EMERGING SOURCE 
OF INNOVATIVE 
LIQUIDITY, WHICH 
WILL BE A FORCE 
DRIVING THE 
EVOLUTION OF THE 
MORE STRUCTURED 
END OF THE FUND 
FINANCE SPECTRUM 
GOING FORWARD.”
Jamie Mehmood
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Chan at Simmons & Simmons agrees, 
adding that the entrants can also play 
a role in the growing complexity of 
fund financing and in the growing use 
of syndicate financing. “You’ve got a 
whole bunch of new lenders, people like 
insurers and pension funds, realising that 
fund financing is a good way for them to 
deploy the capital they’ve got,” she says.

The desire among institutions 
to diversify into alternative assets 
and private equity has regulatory 
ramifications, and EU and UK authorities 
are looking at ways to increase the 
access of institutional investment, 
most notably pension funds, to private 
markets as those markets have become 
an increasingly significant part of the 
global economy.

The exact progress and evolution 
of regulation remains one of the 
unknowns, but few doubt that the desire 
is there among many authorities and 
governments to increase institutional 
access to private investment and 
therefore to fund finance. Hopes are high.

What do sponsors want?
Fund finance has been growing at 
pace for several years and while the 
immediate economic environment might 
create some headwinds, the consensus is 
that fund financing will continue to grow. 
That growth will be both in scale and in 
sophistication. The medium to long-
term outlook for asset-backed finance 
is positive and NAV may yet prove to be 
only the start of a broader wave of fund 
financing innovation.

There is also the rise of sustainability. 
While some experts ponder whether 
the current turbulence will distract from 
the ESG agenda, there is unanimity 
that ESG can only grow in prominence 
and become a basic essential in 
fund financing arrangements. The 
sophistication of those sustainability 
targets will evolve, becoming more 
tailored to each asset or fund and 
therefore possibly more stretching. At the 
same time, the science of climate change 

and the regulatory environment are 
themselves developing rapidly.

For sponsors, this all adds up to a 
complex range of needs, but they can 
be best captured in two words: flexibility 
and partnership. 

Mehmood at Deloitte argues fund-
financier relationships will benefit from 
being long-term and strategic. “When 
we talk to our clients, the engagement 
may centre on a subscription line, but 
we’ll also be thinking more holistically, 
considering what financings and 
relationships they might need further 
down the line, always trying to think a 
couple of steps ahead.” 

It is a view echoed by Szczurowski 
at RBS International: “Flexibility and 
commerciality are now the primary 
considerations of sponsors selecting 
long-term fund financing partners. The 
lender’s ability to understand, work 
collaboratively with their clients, and 
support them over the longer term is 
absolutely fundamental.” fe

1 – Fund finance: Harnessing NAV 
finance in new ways | White & Case LLP 
(whitecase.com)
2 – NAV Financings: A Review of the 
Year | 02 | 2022 | Publications | Insights & 
Publications | Debevoise & Plimpton LLP

“YOU’VE GOT A 
WHOLE BUNCH OF 
NEW LENDERS, 
PEOPLE LIKE 
INSURERS AND 
PENSION FUNDS, 
REALISING THAT FUND 
FINANCING IS A GOOD 
WAY FOR THEM TO 
DEPLOY THE CAPITAL 
THEY’VE GOT.”
Jen Yee Chan
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across the institutional investment sector and are continually innovating new solutions  
to meet the industry’s complex needs.
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