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Closed-end private investment funds 
are increasingly using subscription-
secured credit facilities as a rela-

tively inexpensive means to quickly obtain 
capital for investment opportunities and 
working capital needs.  A subscription-
secured credit facility (also called a “sub-
scription line”) is a revolving line of credit 
that is provided by one or more lenders to a 
private investment fund and collateralized by 
a pledge of the right to call and receive capital 
contributions from the fund’s investors.  

beneFits to FunD ManaGers anD 

investors

The ability to draw, repay and redraw upon a 
subscription line provides several important 
benefits to a private investment fund, its man-
ager and investors.  First, subscription lines 
provide relatively low-cost financing. Typically, 
at the time that the fund makes each draw 
under the facility, the fund may elect for the 
applicable loan to accrue interest at a “base” 
rate or LIBOR-based rate.  The base rate is 
usually the greater of the administrative agent’s 
prime rate plus 100 basis points, one-month 
LIBOR plus a pre-determined “applicable” 
margin (currently in the 150-175 basis point 
range) or the federal funds rate plus 50 basis 
points.  LIBOR-based loans would accrue 
interest at the applicable LIBOR rate (the fund 
could select one, two or three month LIBOR) 
plus the applicable margin.  If desired, most 
subscription lines also provide that the fund 
may cause the lenders to issue letters of credit 
on the fund’s behalf.  In addition to a front-
ing fee (usually 12.5 basis points), the lenders 
earn a fee equal to the applicable margin on 

the outstanding but undrawn amount under 
each line of credit.

Generally, loans under the facility may 
be repaid at any time without penalty and 
reborrowed.  Subscription lines usually mature 
several months prior to the scheduled expira-
tion of a fund’s investment period, but may 
be extended if the fund’s investment period 
is extended or if the fund’s constituent docu-
ments clearly provide that capital commit-
ments may be called following the investment 
period to repay fund indebtedness.

Although all of the investors’ unfunded 
capital commitments serve as collateral for 
the subscription line debt, the facility bor-
rowing base is typically calculated as the 
lesser of (a) a stated maximum amount and 
(b) a set percentage (usually 90%) of the 
aggregate unfunded capital commitments 
of the fund’s most credit-worthy inves-
tors (such investors are called “included 
investors”).

Another benefit afforded by subscription 
lines is that they provide funds with rela-
tively quick access to capital.  Depending 
on the type of loan selected by the fund, 
most subscription lines provide that loan 
requests will be funded on one (typical for 
base rate loans) to three (for LIBOR-based 
loans) business days’ notice, as opposed to 
the ten to fifteen business days that are typi-
cally afforded to fund investors to contrib-
ute capital in response to a capital call notice 
under the fund’s constituent document.  
In the absence of a subscription line, the 
relatively long call period provided to most 
funds’ investors could jeopardize a fund’s 
ability to act on a quickly-developing invest-
ment opportunity.    

Additionally, a subscription line provides 
the opportunity to reduce the number of 
capital calls made to fund investors, since a 
fund that has the ability to pay expenses and 
de minimus contributions to investments 
via subscription line drawdowns will not be 
faced with the choice of either maintaining 
working capital reserves (negatively affect-
ing the fund’s internal rate of return while 
the preferred return accrues on such cash) 
or issuing a capital call notice each time that 
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it needs any funds.  Many large institutional 
investors and funds of funds appreciate the 
fact that a subscription line will often free 
these investors from the administrative 
burden of funding multiple small capital 
contributions.

Lastly, in the event that a fund has a sub-
scription line in place prior to the first time 
at which the fund has any need for capi-
tal, the fund manager may consider relying 
solely upon the subscription line indebt-
edness through the date of the fund’s final 
closing, eliminating the need to utilize the 
subsequent closing “true-up” provisions of 
the fund’s constituent documents to account 
for newly-admitted investors.

beneFits to LenDers

Financial institutions have actively pursued 
subscription line opportunities due to their 
investment grade credit profile, strong rela-
tive return, and ancillary relationship busi-
ness. Historically, subscription lines have had 
very low occurrences of defaults of any kind 
with no recorded losses of principal. 

Typical subscription lines have strong 
credit profiles which are directly related to 
the underlying investors, each of which typi-
cally have significant balance sheets, ample 
liquidity to cover all contingent and short 
term liabilities. Many included investors 
have additional third-party credit providers 
(ERISA and municipal pension Plans often 
have statutory and collectively bargained 
provisions that bind the sponsoring entities) 
which further enhance an investor ability to 
meets it obligations under a facility. 

A key credit concept in subscription lines 
is the over-collateralization that the capital 
commitments provide. A typical subscrip-
tion line can be sized from 25-50% of total 
capital commitments. In the event that any 
investor defaults on its obligation, the fund 
and lender have the ability to call additional 
monies from all of the fund’s investors (up 
to their respective capital commitment 
amounts), not just those included in the 
borrowing base.  However, because the 

penalties of not funding a capital commit-
ment are steep, investor defaults have been 
rare.  Additionally, from a credit perspec-
tive, the fund itself is a strong source of 
repayment since a subscription line is full 
recourse to the funds itself. As a fund calls 
capital and makes investment, the net asset 
values and net cash flows of these investment 
often are considerable and are independ-
ently creditworthy.

With investment grade spreads below 
100 basis points, subscription lines provide 
a higher relative return when comparable 
municipal and corporate credits are exam-
ined. After the over-collateralization and 
diversification is considered, subscription 
lines present an opportunity for financial 
institutions to deploy shorter term commit-
ments (2-5 years) and allow for a high qual-
ity way to start or enhance a relationship. 

PotentiaL issues

Since drawdowns on a subscription line 
accrue interest at a lower rate than the pre-
ferred rate that accrues on investor’s unre-
turned capital contributions, the potential 
exists for a fund to rely on subscription 
line indebtedness to the virtual exclusion 
of capital calls from investors.  Additionally, 
the incurrence of debt at the fund level may 

raise concerns for investors sensitive to unre-
lated business taxable income, such as non-
governmental pension plans, foundations, 
endowments and other tax–exempt entities.  

However, it is becoming much more 
common for a fund’s constituent docu-
ments to limit the use of subscription line 
indebtedness to relatively short-term bor-
rowings (such as 90 to 120 days), in an effort 
to address both of these concerns.  Addition-
ally, sophisticated fund counsel and subscrip-
tion line lenders are experienced in fund 
structuring techniques (such as the use of  
feeder funds, parallel funds and other alter-
native investment vehicles) that also serve 
to address tax and regulatory concerns of 
private tax-exempt, governmental and for-
eign investors. 

At a relatively nominal cost and with a 
degree of planning on the part of a fund 
manager, a subscription line can be an attrac-
tive cash management tool that provides 
benefits to both fund managers and their 
investors.  n
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