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INTERVAL FUNDS:  
WHAT’S IN A NAME? 

Investment products can be the hinge 
between your money and your life goals. 
And because everyone’s money, goals, and 
life are different, there have been a variety 
of innovative financial investment products 
created that seek to meet investors’ goals.

The names for these products are often descriptive. For 
instance, mutual funds are so named because many 
investors mutually pool their money together.  Exchange 
traded funds describe funds that trade on exchanges like 
a stock, as opposed to mutual funds that price once a day. 
Hedge funds were originally developed by institutional 
investors to offset risk in other parts of their portfolio – like 
“hedging a bet”.

And interval funds? The salient characteristic is that they 
allow for redemptions at intervals, usually every 3, 6, or 12 
months. What problem does that help solve for investors?  
 
Matching the Strategy to the Structure

One of the challenges in financial planning in recent years 
has been creating portfolios that maintain the desired 
diversification and risk profile while still targeting return and 
income goals.

An asset class that may help to address these concerns is 
illiquid alternative investments. This asset class generally 
has a lower correlation to exchange traded assets and can 
provide portfolio diversification. Some illiquid alternative 
assets have an illiquidity premium which may offer the 
potential for enhanced yield.

With these types of assets, the manager typically intends  
to hold them in the strategy over the long term. An 
open-end mutual fund or ETF structure that has daily 
repurchase requirements might result in the manager 
having to sell positions to meet liquidity needs, instead of 
being able to hold the investment over the entire period 
that might be needed to realize the investment.

The limited liquidity requirement of the interval fund 
structure can be an effective compromise between the 
needs of the manager to execute the longer-term strategy 
and the liquidity needs of an investor.

An interval fund also can hold different types of assets, 
allowing the manager the flexibility to efficiently alter the 
asset allocation in response to market conditions.
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What Else Do Interval Funds Offer? 

Besides the ability to invest in strategies that may help meet 
portfolio goals, there are several other features.

•	 Investment minimums can be relatively low compared 
to other private investments, generally starting at 
$2,500 in non-qualified accounts

•	 Continuously or periodically offered

•	 Interval funds are repurchased at NAV

•	 Tax reporting on distributions is simpler and done by 
Form 1099

•	 Regulated by the Investment Company Act of 1940

Because interval funds offer only limited liquidity, 
investors must be mindful that their investment dollars 
will not be available to them in the way an exchange-
traded investment may be since they are not traded in 
a secondary market. There are also certain  other risks 
investors should be aware of.

Interval funds will  have corresponding risks specific to 
the strategy employed and the underlying fund assets 
they invest in. Each fund will also have specific capital 
and market risk as they can be affected by economic 
downturns, interest rate changes, credit quality, and other 
factors that can reduce their value and performance. 

They can also have higher fees than traditional mutual 
funds, which can erode their returns and reduce the net 
asset value (NAV) of the fund and the amount of money 
available for repurchase. Therefore, interval funds are best 
suited for investors who have a long-term time horizon, a 
high-risk tolerance, and a diversified portfolio. These risks 
are outlined in the prospectus for each fund, which should 
be read carefully.

Wrapping it Up

Interval funds can provide a way to broaden the types of 
assets held in existing investment portfolios, while still 
offering some access to investor funds. By limiting liquidity, 
they can employ  longer-term strategies that have the 
potential to provide diversification and enhanced yield.
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be construed as a guarantee to their accuracy or completeness. Observations and views contained in this report may change at any time without notice and with no 
obligation to update.
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