SecondaryLink - Topping up RWI coverage in secondary deals

SecondaryLink

SecLink Contributors | GP-Leds | Research & Stats | Lawyers

Topping up RWI coverage in secondary
deals

L

By: Jeffrey Clancy, Arash Farhadieh, Matthew Block

Published: Jul 13, 2026
Related Firms: Willkie Farr & Gallagher LLP

DOV & <30
"IJ?J lg(\“ LI

Nty
AL

Jeff Clancy, Arash Farhadieh, and Matthew Block, Partners at Willkie Farr & Gallagher.

The following article, titled 'Topping Up RWI Coverage In Secondary Deals,' was written
by Jeff Clancy, Arash Farhadieh, and Matthew Block, Partners at Willkie Farr &
Gallagher.

Representations and warranties insurance ("RWI") coverage has been available and
sought in the context of GP-led secondary transactions for the last seven or so years,
albeit in smaller numbers than sought today. Sponsors initially sought RWI coverage in
the context of secondary transactions to speed up distributions to the selling fund's

limited partners by avoiding purchase price holdbacks and reducing the likelihood of
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post-closing claims while also mitigating potential or perceived conflicts of interest of
a sponsor having to seek monetary recourse against its selling fund and advisory client
(with the RWI policy providing a potential recovery source in place of the holdback or
indemnity and in place of the selling fund). The product later functioned as a way to

provide as much of a clear exit, with no sell-side indemnity, as possible.

Because of this aforementioned utility, relative ease of execution and relative
affordability of RWI policies in the context of GP-led secondary transactions, the
uptake on the insurance has trended upwards over the course of the past five years
with estimates ranging upwards of 50% of sponsors opting to obtain RWI to limit
recourse overall. The remaining sponsors view the risk as remote, given the often
limited package of representations and warranties offered in a secondary transaction
(and the resulting more limited scope of RWI coverage) and ultimately not worth the

added cost of the premiums, and opt to provide a more fulsome sell-side indemnity.

At the time of this article, premium pricing on general RWI coverage in a GP-led
secondary transaction is approximately 1.7% - 1.9% of the amount of insurance
purchased and most sponsors who obtain RWI coverage will obtain base coverage

equal to 10% - 20% of the transaction's value.

There is a growing trend among certain secondary buyers to require sponsors to obtain
additional top-up coverage (i.e., an additional layer of insurance on top of the 10% - 20%
of transaction value base coverage) to cover breaches of fundamental representations
and/or excluded obligations. Such top-up coverage can vary based on the specific
requirements of the applicable secondary buyer, however it can range anywhere from
the common 20% top-up to occasionally all the way up to the full purchase price. This
additional layer of insurance is priced more cheaply per dollar of insurance than the
base layer at approximately 50 - 75 bps of the added coverage limit sought, given the

cover is more narrow and higher up the tower of insurance.

Ben Prebble at Howden notes that pricing on top-up coverage can be material relative
to overall RWI costs: "Given the additional top-up limit is generally at least 20% of the
purchase price, even though the cost per dollar of top-up is far cheaper than the base
layer of coverage, the large potential top-up limit of between 20% - 90% means the top-
up costs may still be significant and could even be more expensive than the base layer

of insurance. Whether such cover is good value for money turns on the structure of the
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selling fund(s), the transaction's risk profile, negotiation dynamics, and the sponsor

and lead investor's plans post-closing."

Accordingly, the structure of RWI and how much (if any) top-up cover is purchased
should be considered early in negotiations. Since, as Prebble notes, depending on the

transaction's and funds' structures, top-up cover may be more or less attractive.

If a breach of a fundamental representation ever resulted in a magnitude of damages
intended to be covered by the additional layer of top-up coverage, the likely result of
damages of such magnitude may well be due to fraud, in which case all bets are off and
the buy-side could likely seek indemnity and other recourse directly against the selling
funds and the sponsor, with the RWI insurers reserving seller-subrogation rights for
fraud scenarios only. However, proving fraud and then enforcing (not to mention
collecting on) such an indemnity against a selling fund or sponsor is of an entirely
different character commercially and practically versus claiming against an insurance
policy, which have historically paid out full limit losses for arguably fraudulent
breaches of fundamental representations. The value of top-up coverage for excluded
obligations should also be considered — the RWI market has paid claims for clawback
(albeit on LP trades, not GP-led secondary transactions), and importantly RWI policies
also cover defense costs, which may be more valuable in the context of excluded
obligations than any final damages award, for example defending a claim from a
selling limited partner, regardless of merit.

In addition, there isn't an established market practice on who bears the cost of this
added layer of coverage. In a majority of transactions, the fees, costs and expenses of
obtaining the insurance (including premiums thereon) are split 50/50 between the sell-
side and the buy-side on the theory that the insurance benefits both sides. However, in
connection with such additional top-up coverage, because it is often the buy-side
requesting the added layer of coverage, it would seem appropriate for the buy-side to
bear the cost of such additional coverage. That said, arrangements vary and the cost-
sharing is a heavily negotiated point and such point should ideally be negotiated

before long form documents are entered into.

Sponsors, buy-side and existing investors should weigh the utility of obtaining this
added layer of coverage with the additional high cost of obtaining the coverage. Top-up

coverage may be more appropriate in transactions where the selling funds cannot give
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a fulsome indemnity, there is known added risk in respect of one or more fundamental
representations or excluded obligations, or if it would otherwise unlock or speed up
negotiations, but absent such risk profile, the cost may not justify the added coverage.
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Definitions

The terms “SecLink Market Price"”, "SecLink Comp Price", and “Demand Rating”, are collectively referred to as “SecLink

Report Data"” and are defined in www.secondarylink.com/glossary.

Disclaimer

This document has been provided to you on the SecondaryLink or EvergreenLink website by Institutional Link Inc.
("Institutional Link") for information or discussion purposes only. It has been prepared without taking into account any party's
objectives, financial situation or needs. This document is not, and should not be construed as, marketing material for any
investment opportunity, or an offer, solicitation or a recommendation to take any investment action, or participate in any

investment strategy or sale of securities. This document should also not be construed as legal, tax or investment advice.

No representation, warranty or guarantee, express or implied, is made as to the accuracy, reasonableness or completeness
of the information, observations, opinions, ratings and conclusions contained in this document. This document may contain
opinions, estimates, prices, ratings and forward-looking statements which are subject to various risks, changes and
uncertainties. Past performance does not guarantee future results or outcomes. Institutional Link and their respective
directors, employees or representatives expressly disclaim any responsibility or liability relating to any losses alleged to be
the result of the use of or purported reliance upon this document, forward-looking statements, or any of the information
contained herein. Any investment action with respect to any investment related opportunity that may be referred to herein
should be made only after appropriate and independent due diligence.

The SeclLink Report Data are subjective figures and are based on limited buyer, investor, user and agent feedback and
therefore are not guaranteed or warranted to be accurate, complete, or timely, or to represent the current, past or future
liquidity, value or price of a given asset. The actual past, present and future number of interested buyers and pricing for a
fund or company may differ significantly from the SecLink Report Data. The SecLink Report Data can change at any time and
Institutional Link undertakes no obligation to update or revise them. Past performance (including of the SecLink Report Data)
does not guarantee future results. You shall not use or rely on the SecLink Report Data or other information herein or within
Institutional Link or its content, news and research to make an investment decision such as when deciding to purchase or sell
any security, make an investment, or to predict the future value or liquidity of any investment. Any and all decisions you make
or refrain from making, as a result of your use of this report and the SecLink Report Data, including any related or associated
reports, information, features, data or news, are made and shall be made solely at your own risk. Institutional Link shall have
no responsibility or liability arising from such decisions. Finally, the SecLink Report Data are not intended as a measure or

indicator of the value or demand of any underlying portfolio holdings within a fund or the quality of a fund or a company.

Except with the prior written permission of Institutional Link, you may not (a) transfer, sell, rent, distribute, display or
otherwise disclose the information herein to anyone except as explicitly allowed herein; (b) use the information herein in
furtherance of a product in competition to Institutional Link; (c) use this document or the information herein in connection
with any large language model, generative Al tool, machine learning model, or other artificial intelligence system, including
for training, fine-tuning, or improving such systems, except as expressly permitted pursuant to a subscription agreement
executed directly with Institutional Link; (d) present the information herein to potential investors, investors or your customers
as part of any financial instrument, investment presentation, or investment product; (e) use the information herein in the
creation, structuring, or provision of any financial instrument or investment product; and (f) use the information herein in

calculations required for the creation, structuring, or provision of any financial instrument or investment product.

You hereby acknowledge that the information herein: (a) are and shall remain the property of Institutional Link, (b) are
protected under the patent, trademark, copyright, trade secret, confidential information and other intellectual property laws,
and (c) were created, compiled, prepared, selected and arranged by Institutional Link or its suppliers (as applicable) through
the expenditure of substantial time, effort and resources and constitute valuable intellectual property of Institutional Link or
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its suppliers (as applicable). Therefore, this document is confidential and may not be copied or distributed, in whole or in

part, to any third party without the prior written consent of Institutional Link.
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