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Private Capital Subscription Credit Usage on the Rise
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Very few developments in alternative assets have attracted such a mixed response as subscription credit facilities
(also known as equity bridge facilities, subscription line facilities or capital call facilities). Although they are
nothing new, there is a wide range of views between fund managers and investors – and even within each group.
With labels ranging from ‘window dressing’ to ‘operational excellence,’ there is a clear disconnect between
intention and perception across the board.

The advantages – cash flow management, increased liquidity, reduced administrative burden – are touted by
many fund managers, and those investors that back their use. But there are also drawbacks. While subscription
credit facilities historically have had short repayment periods, those periods have been getting longer in recent
years, increasing the overall cost of the loan and leaving the fund in debt for longer. It can also affect IRR
calculations, especially in the early life of a fund, making it more difficult for investors to compare their
portfolios on an equal basis or to fairly evaluate a fund manager’s previous performance.

It is worth noting that subscription credit facility usage is lower than one might expect. A sample of nearly 3,000
private capital funds shows that only 33% have used a subscription credit facility, with a further 6% considering
it in the future. But the proportion of funds using it in recent vintage years has been increasing. Just 26% of 2010
vintage private capital funds have used subscription credit facilities, but this has risen to 43% among 2017
vintage funds. This has been seen across almost all private capital asset classes.

Next week, we will look at some of the ways to account for the impact of subscription credit facilities, and ask
what the future of these loans might be.
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