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Subscription credit facilities have become an indispensable 
tool in the real estate fund finance market. What began as a 
straightforward bridging mechanism to smooth capital call 
timing has evolved into a sophisticated financing product 
that touches nearly every corner of fund structuring, investor 
relations, and lender risk management.

As real estate funds grow in size and complexity, the 
subscription facility market has adapted in kind. This 
article examines the key structural trends shaping today’s 
subscription credit facilities and the critical considerations 
lenders should keep in mind.

Borrowing base and investor credit
At its foundation, a subscription credit facility is secured 
by the uncalled capital commitments of a fund’s limited 
partners and the general partner’s right to call that capital. 
Lenders underwrite the creditworthiness of the limited partner 
(LP) base itself rather than the underlying real estate assets, 
which distinguishes these facilities from traditional asset-level 
financing.

The borrowing base is the engine of the facility. Lenders 
assign advance rates to individual investors based on 
credit quality, typically categorized into tiers. Highly rated 
institutional LPs command the highest advance rates, while 
high-net-worth individuals, funds of funds, and entities 
domiciled in jurisdictions with increased enforceability risk 
receive lower rates or may be excluded from the borrowing 
base entirely.

Increasing structural complexity
The modern real estate fund is rarely a single-entity structure. 
Sponsors establish parallel funds to accommodate investors 
with differing tax, regulatory, or reporting needs, alongside 
co-investment vehicles and deal-specific sidecars that allow 
select LPs to increase their exposure to particular transactions.

This structural proliferation presents both opportunities and 
challenges for subscription facility lenders. On the opportunity 
side, aggregating commitments across parallel funds and 
related vehicles can produce a larger, more diversified 
borrowing base.

On the challenge side, lenders must carefully navigate the 
intercreditor and structural subordination issues that arise 
when multiple vehicles borrow against overlapping pools of 
LP commitments. Lenders should insist on clear delineation 
of which commitments support which facilities and, where 
possible, negotiate cross-guaranty, cross-collaterization and 
reimbursement provisions to preserve a unified credit profile.

What began as a straightforward 
bridging mechanism to smooth 

capital call timing has evolved into a 
sophisticated financing product that 
touches nearly every corner of fund 
structuring, investor relations, and 

lender risk management.

The rise of co-investment and sidecar vehicles also raises 
questions about whether commitments in those vehicles are 
truly “callable” in the same manner as commitments to the 
main fund. Sidecar commitments may be deal-specific and 
fully funded at closing, leaving no residual uncalled capital 
to secure a borrowing. Lenders must diligence the governing 
documents of each vehicle in the structure to confirm the 
nature and enforceability of capital call rights.

Advantages of investor acknowledgement letters
While they have become less common, investor 
acknowledgement letters remain a critical lender support in 
subscription credit facilities; particularly in circumstances where 
risk may be concentrated within a smaller pool of investors. 
These letters are delivered by each LP directly to the lender (or 
the facility agent) and serve several essential functions.

First, acknowledgement letters establish privity between the 
lender and the LP. Without them, the lender’s security interest 
is limited to the GP’s contractual right to call capital, which 
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is an indirect claim. An acknowledgement letter transforms 
that indirect interest into a direct obligation. The LP confirms 
its commitment, acknowledges the lender’s security interest, 
and agrees to fund capital calls in accordance with the 
lender’s instructions upon the occurrence of an event of 
default, regardless of any dispute the LP may have with the 
GP or the fund.

As real estate markets adjust to 
sustained higher interest rates, 

longer hold periods, and pockets 
of asset-level distress, subscription 

facility lenders should remain 
attentive to several evolving risks.

Second, these letters mitigate critical “defense” risk. Absent 
an acknowledgement, an LP might assert defenses to 
a capital call (such as GP misconduct, breach of the 
partnership agreement, or alleged fraud) that could impair 
the lender’s ability to realize on its collateral. A well-drafted 
acknowledgement letter contains an express waiver of such 
defenses vis-à-vis the lender, ensuring that the LP’s obligation 
to fund is unconditional in the context of lender enforcement.

Third, acknowledgement letters address the priority and 
perfection of the lender’s security interest. In many jurisdictions, 
obtaining a direct acknowledgement from the LP strengthens 
the lender’s perfected security interest and reduces the risk 
that a competing creditor or the fund’s bankruptcy estate 
could assert a superior claim to the uncalled commitments.

Finally, from a practical standpoint, the willingness of a fund’s 
LP base to deliver acknowledgement letters is itself a signal 

of investor quality and the strength of the GP-LP relationship. 
Sophisticated institutional investors are accustomed to providing 
these letters and understand their role in facilitating efficient 
fund-level financing. Resistance from an LP may warrant closer 
scrutiny of that investor’s commitment or a reduction in the 
advance rate assigned to that LP in the borrowing base.

Lender considerations in a shifting market

As real estate markets adjust to sustained higher interest 
rates, longer hold periods, and pockets of asset-level distress, 
subscription facility lenders should remain attentive to several 
evolving risks. Investor-level risks, including LP defaults 
and denominator-effect-driven liquidity constraints at the 
institutional LP level, may reduce the reliability of uncalled 
commitments.

Lenders should monitor LP concentration risk and consider 
imposing single-investor caps within the borrowing base. 
Additionally, as fund terms extend and recycling provisions allow 
capital to be recalled and redeployed, lenders must ensure that 
the facility documentation clearly addresses the treatment of 
recycled capital and its impact on the borrowing base.

Conclusion

Subscription credit facilities remain a cornerstone of real estate 
fund finance, but the increasing complexity of fund structures 
demands that lenders approach these transactions with a 
keen understanding of the LP base, the governing documents, 
and the enforceability of their collateral package.

Investor acknowledgement letters are not administrative 
annoyances, but rather are foundational credit enhancements 
that materially strengthen the lender’s position. As the market 
continues to evolve, lenders and their counsel who invest the 
time to understand these nuances will be best positioned to 
structure facilities that are both commercially competitive and 
legally resilient.
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