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Private credit funds (PCFs) are emerging as key players in the subscription and net asset value (NAV) line market,
significantly impacting fund financing. Regulatory changes, economic trends, and strategic innovations are also
driving changes in the subscription facility landscape.

Subscription Lines: Navigating Regulatory Changes and Market Dynamics

Subscription lines, secured by investor commitments, remain crucial for private equity funds. Regulatory changes,
such as the implementation of the Basel Ill framework that increased banks’ capital requirements, along with the
Federal Reserve’s 2022 updates[1], made subscription lines a more expensive product for traditional banks to
provide, prompting many banks to retreat from offering credit facilities.

PCFs stepped into the void created by the retreating banks, providing competitive interest rates, flexible terms,
and less restrictive lending structures. Operating under fewer regulatory constraints than traditional banks, PCFs
quickly adjusted their compliance strategies, allowing them to provide innovative products tailored to borrowers’
specifications. Specifically, PCFs have capitalized on this market shift by offering subscription lines with fewer
covenants and more lenient terms, allowing borrowers greater operational freedom. For instance, PCFs often
provide tailored loan terms that align with the specific capital commitment structures of private equity firms,
offering more favorable interest rates and repayment schedules that match the firm’s investment cycle. This
flexibility is crucial in a market where timing and strategic financial management are key.

While PCFs have made significant inroads by introducing tailored solutions for certain private equity funds, banks
that have adapted to the evolving market continue to be indispensable players in the fund financing landscape.
Banks provide a unique blend of stability and competitive pricing that appeals to a wide range of borrowers. By
leveraging their established infrastructure and regulatory expertise, banks can provide cost-effective solutions that
are particularly attractive to smaller funds or those with specific risk profiles.

Moreover, many banks have formed strategic partnerships with PCFs, creating hybrid models that synthesize their
respective capabilities. These collaborations allow banks to offer customized facilities while maintaining the trust
and reliability that clients expect. These partnerships are particularly beneficial as banks face increasing regulatory
pressures and capital requirements related to subscription lines. By cooperating with private credit firms, banks
can offload some of the regulatory burden, while private credit firms gain access to a new asset class with strong
collateral and potential for higher returns. This synergetic relationship elevates the capabilities of both parties,
allowing them to better serve their clients. Likewise, this accommodability ensures that banks remain at the
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forefront of the industry, meeting diverse borrower needs with innovative and comprehensive financial solutions.

Currently, regional banks with a strong foothold and strategic market expertise are actively working to reenter the
subscription line space. These banks have resumed lending activities after stepping back in recent years,
capitalizing on their ability to navigate regulatory landscapes and offer tailored financial solutions. Meanwhile,
large money center banks with extensive resources and comprehensive services, attracted by the growing appeal
of private credit, are forming strategic partnerships with PCFs. These collaborations aim to leverage the strengths
of both parties, combining the stability of traditional banking with the customization of private credit. This
partnership approach allows banks to offload some regulatory burdens while PCFs gain access to a new asset
class with strong collateral and potential for higher returns.

Additionally, there has been a notable resurgence in the bank market following the compression of the last few
years. As the fund finance landscape normalizes, subscription line liquidity is roaring back to life. This
development is expected to continue through 2025, as banks and PCFs adjust to the evolving market dynamics
and capitalize on emerging opportunities.

NAV Lines: Adapting to Current Market Conditions

NAYV lines, secured by the pool of assets held by the private equity fund, have faced slower growth due to
challenging market conditions. The current economic climate is marked by market volatility resulting from
geopolitical tensions, inflationary pressures, and unpredictable shifts in consumer demand. This uncertainty has
made it difficult for funds to exit their portfolio companies. The rise in delayed exits as funds hold onto assets
longer has led to larger asset pools and potentially increased interest in NAV lines.

Despite these challenges, there is a growing interest in hybrid products that combine aspects of subscription and
NAYV lines into a single lending solution. These innovative structures offer enhanced versatility and strategic
financial management, allowing funds to navigate complex market conditions more effectively.

Additionally, increased regulatory scrutiny has prompted both PCFs and banks to enhance their risk management
frameworks, ensuring compliance with evolving legal standards while maintaining operational agility.

Securitization and Market Liquidity

The securitization of private equity fund financing is anticipated to boost market liquidity. Credit rating agencies
Fitch[2], S&P Global[3], and Moody’s[4] have each proposed methodologies for rating subscription lines.
Additionally, Fitch has published finance rating criteria for NAVs.[5] Formal ratings will assist in the securitization of
private equity fund financing, which will attract investors from more regulated markets, such as Japan, thereby
broadening the distribution of financing.

Conclusion
The evolving fund financing landscape presents unique opportunities for pioneering and strategic growth, with

PCFs playing a pivotal role in subscription and NAV lines. As PCFs redefine lending practices, they offer flexible
and competitive solutions that address regulatory shifts and market dynamics. Strategic partnerships between
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banks and PCFs, alongside the emergence of hybrid models, are fostering a collaborative approach that blends
stability with adaptability. Credit rating agencies’ formal rating of these financial products is projected to enhance
market liquidity, expanding the influence and reach of fund financing by attracting a broader range of investors. By
prioritizing technological advancements and strategic partnerships, financial institutions can position themselves at
the forefront of this transformation.

[1] https://www.federalreserve.gov/publications/files/large-bank-capital-requirements-20220804. pdf.

[2] https://events.fitchratings.com/fitchfinalizessubscriptionfina.

[3] https://disclosure.spglobal.com/ratings/en/regulatory/article/-/view/
sourceld/13199000.

[4] https://ratings.moodys.com/api/rmc-documents/410678.

[5] https://www fitchratings.com/research/fund-asset-managers/net-asset-value-finance-rating-criteria-27-02-2025.
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