
44

Kate Downey is a corporate partner in Fried Frank’s Asset 

across a broad range of  asset classes, including private equity, 
venture and growth, infrastructure, credit, and real estate. She 
also counsels fund managers on carried interest, co-investment and 
other incentive arrangements, including leveraged co-investment 

of  other international private equity transactions including 
secondary portfolio acquisitions and synthetic secondaries, fund 
and management company restructurings and other general 
corporate matters. 

Ms. Downey co-chairs the European Committee of  Women in 
Fund Finance, a group focused on recognition and promotion 

industry.

Subscription facilities have long been used by private 

level guarantees without unnecessarily drawing capital; 
and to manage short-term costs and expenses. This 
has been well understood within the alternative assets 
space and is something with which all sophisticated 
private fund investors are familiar. In the past, this was 
a useful, but not particularly remarkable, element of  
the fund structure.

arrangements to funds. Recent estimates now place the 

$400 billion. Fuelled by historically low interest rates, 
an increasingly sophisticated and mature alternative 
assets industry has seen a global rise in the availability 
of  larger and more complex leveraged products for 
funds. In Europe, this has been accompanied by several 

space; and, most recently, the push into wider markets 
of  a number of  formerly regional lenders who are now 
offering products more widely across the continent.
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Subscription facilities work by allowing a fund 
manager to draw on a revolving credit line to make 
investments or pay expenses in advance of  drawing 
from investors. The lender’s security for the facility is 
the undrawn commitments of  the investors. Capital 
calls are then made from investors at a sensible point in 
time following completion of  the relevant transaction, 
perhaps in conjunction with a quarterly or semi-annual 
management fee drawdown. Given the relatively low 
rate of  default by LPs in the sector and the institutional 
nature of  the majority of  private fund investors, this 
has become an attractive and lucrative space for banks 
to operate in.

for investors are well understood and the credit line 

parties. Cash can generally be made available within 
one or two days, rather than the ten business days 
typical for the majority of  private funds, allowing the 
sponsor to move fast for good deals. This has become 
particularly relevant in today’s highly competitive 
markets, where the abundance of  dry powder and the 

and fast-moving auction processes. Having the credit 
line in place early also prevents the otherwise inevitable 

allow the fund to transact during a typical twelve-month 
fund-raising period; allows funds to manage restrictions 
imposed by ERISA investors; and, if  judiciously used, 

during a fund’s early years. For many years, investors 
have made it clear to fund sponsors that they do not 
appreciate unexpected, short-notice capital calls — 
which are costly, require them to keep liquid funds on 
hand, and can be administratively burdensome. Nor 
do investors want to receive a drawdown of  monies 
in one quarter followed by distributions in the next. 
Such investors have become an increasingly vocal 
contingent within the LP community in recent years, 
with austerity-constrained local government pension 
plans and sovereign wealth funds asking fund sponsors 
to move away from the ad hoc capital call to more 
regular quarterly or semi-annual drawdown mechanics 
which are easier for them to manage and plan for.

The use of  the subscription facility has therefore 
developed over time as part of  a much wider dialogue 
between sponsors and investors. What is notable and 
different about recent years is how much earlier in their 
fund-raising process sponsors have been engaging with 
banks to agree which investors will form part of  the 
borrowing base and to attempt to address up front 
any potential additional requirements that the banks 
may have with regard to particular investors. In part, 

place on ensuring that they have at least ‘vanilla’ facility 

the LP market, which has, in conjunction with sponsors, 
had some success in resisting those banks which have 

from LPs by way of  investor letter, and in narrowing 
some of  the previously broad information disclosure 
requirements. Indeed, with the growing sophistication 
of  the lending market, banks are now more willing than 
in past years to approve the inclusion of  SWFs and 
governmental plans in the permitted borrowing base 
of  ‘included investors’, despite sovereign immunity 
concerns, as they become more used to dealing with 
them across multiple funds. 

However, the current market forces which make 
subscription lines so useful as a cash management 
tool have also caused some concerns in the industry 
this year about their potential application to broader 
purpose. For many investors, the pressure which they 
are under to deploy capital in the market means that 
they are concerned about any use of  subscription lines 
which might delay the investment of  their money. 

management and undue delay of  capital calls, and 
are increasingly vocal with fund sponsors about any 
attempts to lengthen the duration between drawdown 
on the credit line and drawdown from investors. This 
contrasts with the approach of  a number of  fund-
of-fund investors and others, who have been actively 
encouraging their sponsors to pursue extensions of  
capital call lines to nine or twelve months because of  the 

— often central to their own returns. This bifurcation 
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expressed concern that some aspects of  the ILPA 
guidance appear to confuse subscription lines with 
wider long-term asset-backed fund leverage, and have 
pointed out that the idea of  material liquidity risk 
within the fund seems over-stated when ultimately 
the exposure of  the fund to this type of  leverage can 
never exceed the investors’ undrawn capital. Indeed, 
there has been widespread concern that much of  the 
media coverage and the ILPA commentary overstates 
the impact on performance fees and misses several key 

based on cash returns over a much longer duration 
than any subscription line will remain outstanding; that 
performance is also assessed on the basis of  money 
multiples; and that there is no basis to support a change 
to the preferred return calculation. It remains to be 
seen how these discussions develop over the coming 
months, but the ILPA have indicated that they expect 
to publish revised proposals in early 2018.

In parallel with this debate, and blurring the lines 
further, is the growing use of  longer-term leverage 
arrangements within fund structures. As investors 
chase falling returns in high-price markets, many are 
looking to the potential offered by longer-term asset-
backed leverage to boost their returns, particularly in 
funds which are focused on the generation of  yield 
(such as credit funds, long-life infrastructure and 
real estate funds, and infrastructure debt funds). The 

the use of  multi-currency structures with more fund 
sponsors agreeing to put in place internal hedging 
arrangements for their investors in order to mitigate 
currency exposure. In both cases, the subscription 
line can be a helpful tool in managing the issues that 
such arrangements raise, such as using a subscription 

assets to secure competitive longer-term leverage, or 
using a subscription line to help manage margin call on 
hedging arrangements. However, these can bring with 
them longer-term loans or larger leverage capability — 
both sensitive topics in the current market. Perhaps 
more importantly, where such arrangements create a 
security package or borrowing base which aggregates 
undrawn commitments and underlying assets, fund 

in the views of  their investors is not easy for many 

constraints of  a fund. In practice, fund sponsors and 
their investors are working through much of  this 
tension as they would any other fund relationship issue, 
so the virulence of  media commentary in this area 
has been somewhat surprising to all parties. The press 
description of  subscription lines as private equity’s 

this regard, arguing that sponsors are deliberately using 

In many ways, this seems to rather underestimate the 
sophistication of  private equity investors, who are 
generally thoughtful and careful in their due diligence 
and able to understand the difference between those 

and deal speed, as opposed to adjustment of  
performance data. It’s been pleasing to note that the 
industry response from all quarters has generally been 
fairly moderate despite the provocative headlines.

However, both publicly and privately, investors and 
sponsors have understood that the distinction between 

important one, and that the market needs to be alert to 
the potential risks. In June of  this year, the Institutional 
Limited Partners Association (ILPA) published its 
preliminary paper titled ‘Subscription Lines of  Credit 

Practices for Limited and General Partners’, which 
focuses, in particular, upon alignment of  interests 
between managers and investors, and made a number 
of  provisional recommendations in relation to the use 
of  sub-lines by funds. Central to the ILPA’s guidance 

to limited partners, and that limited partners should 
be provided with clear information, disclosure, and 
transparency as to the impact that these sub-lines have 
on reported performance data and, where relevant, on 
actual performance.

Much of  this call for transparency is of  course hard 
to dispute and — as long as costs borne by LPs are 
not needlessly increased — would seem helpful for 
investors. However, many in the industry have also 



47

sponsors need to tread carefully and engage in a frank 
dialogue with investors to ensure that all parties fully 
understand the fund’s leverage strategy.

forms catapulted onto the front page, and discussion 
within the industry continues about how the market 
will evolve. It will be interesting to see what 2018 brings 
in terms of  further discussion, but for now, with a 
record number of  funds in market and launching since 
the crash, there seems little doubt that the rise is far 
from over.




