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Fundraising in Focus
- Brian DeFee, 

Principal, Capstone Partners

How do you see the infrastructure 
fundraising market developing in 
2015?

The growth in infrastructure has been 
truly incredible over the past several 
years as the once-niche sector has 
become its own allocation bucket for 
LPs’ portfolios. As of late, the general 
belief across the LP universe is that the 
infrastructure market is saturated and 
there are “too many dollars chasing too 
few deals”. There is some truth to these 
sentiments given that 148 funds raising 
$95bn globally were in market at the 
outset of Q4 2014, according to Preqin. 
It seems that every week LPs witness 
another infrastructure/energy/real asset 
manager surpassing the hard cap for its 
latest fund offering. 

However, when one considers the 
tremendous need for infrastructure 
assets globally over the long term, then 
the argument is easily made that the 
market is nowhere near saturation. We 
have seen research fi gures estimating 
that $40-60tn of capital is needed to 
support, expand and improve global 
infrastructure between now and 2030. 
Despite the belief that the market 
is saturated, we do not foresee a 
precipitous slowdown in fundraising 
for infrastructure/real asset/energy 
managers in 2015. It is true that there 
has been considerable growth in the 
unrealized portfolio of infrastructure 
managers and that there is signifi cant 
dry powder; however, as distributions 
continue to rise year on year, we believe 
demand for these assets will steadily 
increase. Especially as it relates to US 
LPs, we need to remember that this is 
still a relatively nascent asset class 
(relative to other illiquid strategies like 
private equity), and that over the coming 
years, more and more LPs will be looking 
to gain and/or expand exposure to the 
asset class. 

As we head into 2015, there still exists 
seemingly insatiable demand for energy 
exposure. The ‘shale revolution’ in the 
US is nothing short of cataclysmic and 
has revitalized the domestic oil and 
gas sector. If one simply considers 
energy midstream needs in the US 
(e.g. processing, storage, gathering, 
transport), several estimates come 

in north of $25bn of annual capital 
investments over the coming decades. 
And even this annual capex fi gure is 
relatively small when one considers the 
annual spending of US E&P (exploration 
and production) companies, which is 
estimated at $150bn. 

Overall, in the long term, we believe 
there should be ample investment 
opportunities in OECD and non-OECD 
countries given the considerable need 
for new builds. In turn, demand for 
infrastructure asset exposure and 
growth in fundraising should continue 
over the coming years, barring another 
global recession or a prolonged, deep 
depression in oil prices. 

What are the most important things 
fund managers need to do in order to 
raise capital successfully?

We always coach our clients and 
other managers that there needs to 
be genuine scarcity value in order for 
a capital raise to be most successful. 
The biggest frustration GPs will face 
during fundraising is the seeming lack of 
urgency on the part of the LPs. So the 
question for new funds then becomes: 
how do I create a sense of urgency for 
LPs?  At the launch of marketing, it is 
critical to develop a highly disciplined 
marketing effort focused specifi cally on 
targeted, pre-qualifi ed investors that will 
support a fi rst close. We often call these 
LPs ‘low-hanging fruit’ and they typically 
have some form of prior relationship with 
a manager, e.g. co-investors or prior 
fund investors. We have seen a shift over 
the past several years in that LPs are 
generally expecting to see a deal in the 
fund prior to committing. Even the ‘low-
hanging fruit’ LPs will often not commit 
without an asset in the fund. Some of the 
best fundraises are those that have had 
the good fortune of eliminating at least 
some portion of the blind-pool risk that 
LPs loathe. In addition, the fi rst close of 
any capital raise needs to be substantial, 
ideally 50%+ of a fund’s target. 

Subsequent to a successful, meaningful 
fi rst close and an initial investment 
(or two), it is imperative that the GPs 
continue with the focused marketing 
effort by spending resources on the most 
probable investors to back the fund. Time 

and again we see managers focus far 
too much of their valuable fi nancial and 
human resources on ‘tire kickers’, LPs 
that are not genuinely interested, rather 
than bona fi de buyers. To determine if an 
investor is genuinely interested, some of 
the questions to ask LPs include: 

a) what is your level of exposure to this 
space right now?; 

b) do you have plans to add to 
this exposure with a new manager 
relationship?; 

c) we are a [insert strategy here] fund, 
have you backed other groups that 
execute similar strategies as ours?; 

d) what is your process and what can we 
do to further the process?; 

e) what does your forward calendar look 
like in 2015? 

Overall, the fundraising effort is far more 
of an art form than a science; however, 
with a disciplined, thoughtful marketing 
approach, then fund managers can 
mitigate the diffi culties associated with 
the process. 

Do GPs need to offer co-investment 
opportunities?

Yes, this is another topic du jour. 
GPs offering ample co-investment 
opportunities will attract far more 
attention than those that traditionally do 
not farm out any of the equity. Especially 
in infrastructure, an asset class where 
many LPs have direct investment 
programs, co-investments have certainly 
become expected, if not mandatory for 
certain LPs. However, the GPs need 
to bear in mind that LPs are often 
overconfi dent of their ability to execute 
on co-investments in an effi cient and 
expedited manner. 

Valuations for infrastructure assets, 
brownfi eld in particular, have 
increased signifi cantly; are investors 
looking elsewhere, such as greenfi eld 
projects or emerging markets, as a 
result?

Valuations in operating assets have 
certainly increased over the last several 
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years; however, we believe there are/
will be ample opportunities globally for 
investors to acquire brownfi eld assets at 
reasonable valuations in the long term. 
The asset class and its investors are 
still licking their wounds post the GFC 
and many LPs still have considerable 
amounts of capital exposed to 
underperforming assets. I think that 
is why LPs are generally skittish given 
the increase in valuations, especially 
when we were all convinced that these 
investments would be uncorrelated to 
the rest of the portfolio. With that said, 
there is a general recognition that debt 
levels are more reasonable than in 
the past and that there is considerable 
focus on the operations of the asset, i.e. 
asset management. Many of the early 
infrastructure investors, and even some 
today, were fi nancially savvy investment 
banker-types that relied on considerable 
leverage multiples; however, they did 
not necessarily rely on the guidance 
from industry operators. Management of 
these assets has become a critical part 
of any infrastructure group’s investment 
strategy, and the asset managers are far 
more involved in the decision process. 
To your point, one can argue that while 
valuations have increased signifi cantly, 
so has the level of due diligence and 
scrutiny of an asset. And debt/equity 
levels are more reasonable these days. 

Investors are in fact looking more 
closely at greenfi eld strategies and 
emerging markets, but I do not believe 
it is purely a function of the valuation 
increases in brownfi eld assets. I think it 
is a function of seasoned infrastructure 
investors having placed their bets with 
managers focused on core assets, and 

they are now looking for outsized alpha 
opportunities within the portfolio. Given 
the risk profi le, greenfi eld opportunities 
can certainly provide higher returns, 
but investors are still focusing on a 
manager’s commitment to downside risk 
protection. More specifi cally, we do not 
see many investors taking much comfort 
in greenfi eld development or construction 
assets that do not have some sort of 
contractual off-take agreement. LPs are 
most focused on what we call ‘anchored 
greenfi eld’ opportunities. Anchored 
greenfi eld projects are in either 
development or construction mode, but 
ultimately are secured by the backing 
of a creditworthy off-taker. Generally 
speaking, LPs are comfortable with 
anchored greenfi eld risk across various 
classes of infrastructure assets. 

Regarding emerging markets, there 
is defi nitely interest but not without a 
healthy dose of skepticism from the LP 
community. Government, political and 
economic risks are often far greater, and 
more diffi cult to predict, for non-OECD 
countries and often times the pro-forma 
return profi les do not justify the risk. With 
that in mind, LPs certainly recognize 
the incredible need for infrastructure 
assets in emerging markets and highly 
experienced LPs will often take hard 
looks at these opportunities. In emerging 
markets, we expect to see considerable 
anchored greenfi eld opportunities in 
power and transmission before growth 
in other areas, e.g. airports, toll roads, 
ports. The direct correlation between a 
country’s level of poverty and its access 
to reliable electricity has been well 
documented. 

Are there any emerging markets of 
specifi c interest right now?  

In terms of specifi c areas of interest, all 
eyes appear to be on Mexico right now 
given last year’s deregulation of the 
domestic energy and power sectors. 
These sectors had been controlled by the 
government since the early 1900s, so in 
our mind it is pretty revolutionary what is 
happening down there. It is undoubtedly 
a tremendously complicated effort to 
build a system to regulate, govern, 
manage and monitor a country’s energy 
and power sector, so investors are 
generally in a ‘wait and see’ mode as 
it relates to opportunities in Mexico. 
While E&P, midstream and downstream 
opportunities will likely get the bulk of the 
media attention, it appears that power 
and transmission projects are going 
to be some of the early benefi ciaries 
of the deregulation. But per my point 
earlier about government/political risk, 
interested investors will need to gain 
comfort that the returns in Mexico justify 
the risk. We attended a conference in 
November 2014 dedicated to Mexican 
energy topics. It was incredibly well 
attended by all types of global investors 
and industry participants. A Mexican 
energy executive summed up the issue 
that many US LPs will need to accept. In 
his words: “In the US you want ‘yes’ or 
‘no’ answers. In Mexico the answers are 
‘maybe’ and ‘it is possible’.” 
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