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Concentrate on Debt Limits
August 26, 2022 | Issue No. 190

By Tim Hicks
Partner | Fund Finance

A common feature included in credit agreements is a limitation on the amount of the unfunded
capital commitment of a single investor (or the aggregate unfunded capital commitments of a
class of investors) that can be included in the calculation of the borrowing base on any date of
determination. Such feature serves to protect a lender against too great of an exposure to a
single investor (or class of investors) and better ensures that the borrowing base is comprised
of a diversified pool of unfunded capital commitments. In the early stages of fundraising, the
investor pool may be limited in number and largely comprised of a short list of anchor investors.
The application of a concentration limit can significantly diminish the calculation of the
borrowing base under these circumstances. As such, borrowers often ask that the application
of concentration limits commence on a predetermined date after closing the facility or, in the
most lenient of circumstances, after the borrower has completed fundraising. Depending on the
composition of the investors at closing and based on expected future investors in the borrower,
a lender may be willing to accommodate this request. However, this compromise has led some
lenders to take a closer look at the debt limitations to be imposed on a borrower during the
“concentration limit holiday.”

The limitation on indebtedness covenant in a credit agreement often includes a cross reference
to the requirements and limitations on indebtedness set forth in the applicable partnership
agreement. Those limitations often set the maximum amount of indebtedness that a borrower
can incur as a percentage of aggregate capital commitments. Although that percentage may
vary from partnership agreement to partnership agreement, it is often applicable to any
indebtedness incurred under a subscription credit facility.

In exchange for temporarily waiving concentration limits, we have seen lenders impose a tighter
limitation on the incurrence of indebtedness than is otherwise in the partnership agreement
during the period in which the concentration limits do not apply. The rationale for imposing such
a debt limitation is that the lender has a greater exposure to a single investor based on that
investor’s uncalled capital commitment comprising a greater portion of the borrowing base than
the lender would otherwise prefer. As a result, the lender would like to limit the overall amount
of indebtedness that the borrower may incur until the investor pool is more diverse and the
concentration limits are applied. The extent of that limitation varies from deal to deal, but this
remains a consideration at the structuring stage where the investor base is expected to be
highly concentrated for a period of time after closing.

https://www.cadwalader.com/professionals/timothy-hicks


'Fund Finance Friday: Industry Conversations' — LIBOR Before Labor
Day (2022 Edition)
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Cadwalader partner Jeff Nagle discusses the latest in LIBOR transition in another installment of
FFF: Industry Conversations. Jeff is a leading authority on LIBOR reform and emerging
benchmark regulation. He serves as counsel to the Federal Reserve’s Alternative Reference
Rates Committee (ARRC) and is working to guide the post-LIBOR financial world in best
practices for the transition. He is also counsel to the Loan Syndications and Trading
Association (LSTA) with respect to the transition.

Watch on

LIBOR Before Labor Day (2022 Edition)
Watch later Share

If you cannot access the video above, please click here to watch.

https://www.youtube.com/watch?v=2jc8wFyCacg&feature=emb_imp_woyt
https://www.youtube.com/watch?v=2jc8wFyCacg
https://www.youtube.com/channel/UC4ysDuPNPqBYP5Un60EJEjg?feature=emb_ch_name_ex
https://players.brightcove.net/900189297001/FuTopqBew_default/index.html?videoId=6311428045112


FFA NextGen Career Podcast
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Looking to expand your professional toolbox? The Fund Finance Association’s podcast,
"Career Conversations," can help you do just that. Listen to different industry leaders in each
episode as they recount how they navigated their careers. These quick and convenient
episodes highlight career mistakes, lessons learned, and advice for the "NextGen" of the fund
finance industry. Regardless of where you are in your career, the invaluable takeaways from
these episodes will help you hone the pursuit of both your personal and professional goals.
Tune in here!

https://www.fundfinanceassociation.com/initiatives/nextgen/podcast-career-conversations/


Brickfield Thought Leadership on NAV Hiring
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As many of you are already aware, Brickfield Recruitment’s long-anticipated Fund Finance
Banker’s Compensation Report arrives next month. In the meantime, this article with market
commentary on hiring in the NAV market just posted on Brickfield’s website and is a must-read for
anyone operating in the space or considering a move towards NAV specialization. And register
here to receive your PDF edition of the Brickfield Fund Finance Banker’s Compensation Report
in September.

https://brickfieldrecruitment.com/
https://brickfieldrecruitment.com/2022/08/24/the-need-for-nav-brickfield-compensation-report-preview/
https://brickfieldrecruitment.com/contact/


Fund Fanatics Episode with Lead Edge Capital's Mitchell Green
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Tune in to the recent episode of Fund Fanatics for a hot take on the latest private market trends
and forecasts with Mitchell Green, Founder of Lead Edge Capital.

https://www.linkedin.com/feed/update/urn:li:activity:6968226976432021504/


Cadwalader Welcomes New FF Team Members
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We are very pleased to announce that associates Spencer Davies and Justin Larson have
joined our Fund Finance team in Charlotte and New York, respectively.

Spencer received his J.D. from Vanderbilt University Law School, while Justin received his J.D.
from Osgoode Hall Law School.

Welcome, Spencer and Justin!

https://www.cadwalader.com/professionals/spencer-davies
https://www.cadwalader.com/professionals/justin-larson

