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What have been the key trends for 
natural resources fundraising in 2015 
and 2016 so far?

According to Preqin, private investment 
managers focused on energy have 
raised the lion’s share of total capital. 
The number of funds closed was down 
signifi cantly in 2015 (74 funds in 2015 
versus 100 in 2014), but the aggregate 
capital raised was up ($67.8bn in 
2015 versus $55.3bn in 2014). At 
Capstone Partners, in the fi rst half of 
2015 we witnessed a mad rush to raise 
private energy-related credit funds, 
many of which focused on distressed 
opportunities. Logically, this made sense 
as many LPs were expecting to see a 
vast number of bankruptcies, especially 
in the oil fi eld services (OFS) sub-sector. 
The fl ood of investment opportunities 
has not yet panned out for these credit 
funds, but we certainly feel the distress 
is imminent. In addition, in early 2015 
we witnessed a concerted move towards 
liquid strategies that would provide LPs 
with exposure to the sector, but also 
provided the ability to cash out when 
appropriate. This particular strategy has 
unquestionably hurt LPs’ portfolios.

Towards the middle of 2015 we 
saw several spin-outs raise private 
equity vehicles focused on upstream 
investments. For example, Carnelian 
Energy Capital and Edge Natural 
Resources both spun out of energy 
stalwart NGP, and both were quick, high-
profi le raises. In addition, Old Ironsides 
spun out of Liberty Mutual and had 
success raising a $1.3bn fund. Others 
such as EnCap, EnerVest and ArcLight 
also closed follow-on funds last year 
with larger targets. So LP demand for 
energy-related opportunities certainly 
existed despite the decline in WTI and 
Brent crude pricing. In 2016, we expect 
the number of managers having fi nal 
closes to be below that of 2015, as well 
as the aggregate capital closed.

We did not see much in terms of 
agriculture, metals & mining or other 
natural resources opportunities. We have 
heard chatter that metals & mining will 
become more interesting as the space 
continues to experience a prolonged 

cycle of weak commodity pricing. Over 
the past few years, limited partners 
and investment consultants have been 
highly cautious about metals so as to 
avoid “catching a falling knife”. However, 
that sentiment may be changing. It is a 
pivotal time for mining managers that 
play up and down the balance sheet 
(i.e. from senior lending to equity) as 
we have seen several of the top lenders 
move away from riskier projects and 
junior miners. Wrongly or rightly, many 
of the traditional lenders have begun 
to focus on the major and super-major 
mining companies. So, there is a clear 
void in capital available to smaller mining 
groups in need of funding for viable 
projects; thus, investment opportunities 
are likely to present themselves.

To what extent are concerns over 
commodity prices affecting investor 
appetite for natural resources funds? 

In today’s fundraising environment 
(February 2016), it is all about oil, oil, 
oil…More specifi cally, the precipitous 
drop in WTI/Brent prices over the past 
14 months has created considerable 
nervousness among limited partners and 
their respective investment committees. 
With oil prices globally hovering around 
$30 per barrel, many operators are 
simply under water and are not drilling. 
The public markets have taken a massive 
hit to oil-related equities, and limited 
partners’ portfolios (public and private) 
are reeling. LPs that have traditionally 
backed energy managers with a large 
component of their AUM have simply 
gone to the sidelines. In addition, the 
investment teams are being questioned 
at every investment committee or board 
meeting about the state of their energy 
portfolios. However, there are a couple 
of lights at the end of this tunnel, albeit 
dim lights. 

First, patient investment teams are 
educating their boards that daily oil price 
fl uctuations are simply “noise” at this 
point. While the portfolios are depressed, 
most investment professionals recognize 
that now is an opportunistic time for 
making additional energy commitments 
and to provide upstream managers 
with dry powder. GPs focused on 

conventional drilling in the “core of the 
core of the core” of proven basins have 
seen operating costs fall well below what 
was expected. While private equity-like 
returns are diffi cult to achieve at $30 oil, 
any upside to prices is a tailwind for the 
portfolios. 

Secondly, the belief in upside in 2017 
and years beyond is not unfounded. 
Austere budgets and signifi cant 
spending cuts have led to a dramatic 
decrease, or fl at out cancellation, of 
major oil projects over the coming years. 
The IEA (International Energy Agency) 
recently estimated that upstream capex 
spending fell by 20% in 2015 (below 
$600bn versus just north of $700bn in 
2013 and 2014), and will likely fall by 
another 16% in 2016 (estimated below 
$500bn). It is worth noting that operating 
oil rigs in the US currently stand at 515 
versus 1,421 in January 2015. These 
drastic cuts in oil projects are viewed 
as unprecedented. Additionally, the IEA 
is estimating that global demand for oil 
will increase between now and 2020 by 
approximately one million barrels per 
day of new growth each year. 

China is a very large factor that could 
sway global demand signifi cantly, but 
some experts believe that the drastic 
cutbacks in production could soon catch 
up to the overabundance of supply and 
eventually raise prices. Furthermore, it 
will take some time for any additional 
supplies to come back online to meet 
future global demand, so some are 
predicting a whipsaw effect in prices. 
With all of this in mind, we believe LPs 
will become highly interested in energy-
related investment opportunities once 
the semblance of a bottom is witnessed. 
Given this volatile sector and global 
economic environment, the golden 
question is: where is the bottom?

In the current environment, what can 
natural resources fund managers do 
to successfully raise capital?

As the question relates to energy 
managers, and more specifi cally 
those focused on upstream assets, it 
is imperative that the fund manager 
articulately explain the downside 
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protection embedded within their 
investments. Limited partners are 
skittish enough in 2016, so relying on 
an uptick in oil prices as the sole driver 
of outperformance is not convincing. 
However, explaining why the investments 
are poised for outsized returns given 
a return to $40 to $60 oil, as well as 
having ample downside protection, is 
critical for limited partners and their 
investment committees. The fact that 
energy is a cyclical market and those 
with dry powder in past downturns have 
vastly outperformed their counterparts 
is worth noting in LP discussions. 
Managers that have struggled the most 
during fundraising are those whose past 
investments only performed well in the 
$80 to $100+ oil environment. In that 
environment, nearly everything performs 
well and everyone is happy. In the ‘new 
normal’ environment, investors are 
far more sceptical about projects and 
are going to be ultra-focused on risk/
return profi les. As I mentioned earlier, 
we feel many LPs will change their 
tune once the investment community 
widely believes a bottom is imminent. 

In terms of other natural resources 
strategies, the demand from the investor 
community will still be haphazard. 
Generally speaking, investors are far 
more comfortable reviewing energy 
managers as there is a much broader 
understanding across the global LP 
base. LPs’ understanding of agriculture 

and metals & mining is less developed; 
however, again we would recommend 
that these managers focus on the 
downside protection of their strategy. 
Many investors want to invest in the 
downturn in global commodities, but 
need to fully understand and appreciate 
the opportunities presented to them.

Most of your answers so far concern 
North American energy strategies. 
Are there interesting non-US natural 
resources opportunities in today’s 
environment?

It is a good question and one that we 
have thought about quite a bit over 
the past 18 months. While still in North 
America, we view Mexico as a geography 
ripe for investment across the energy 
value chain (i.e. upstream, midstream, 
downstream), as well as power and 
transmission. The latter typically falls 
into LPs’ infrastructure bucket rather 
than natural resources.  However, there 
will be considerable new builds and 
development and we suspect combined-
cycle gas turbines (CCGTs) could play a 
signifi cant role in boosting the country’s 
power generation capabilities, along 
with renewables. So, upstream and 
midstream gas opportunities should 
prove to be important in the long term.  
We have also seen some energy 
opportunities in South America, Europe 
and Africa; however, for various reasons, 
these are less compelling. Often the 

state government owns the land / mineral 
interests as the idea of individuals owning 
these interests is prevalent mostly in 
the US. Additionally, we have not seen 
return profi les convincingly exceed the 
risk profi les of non-US opportunities, 
especially when considering currency 
fl uctuations and political risks.

Metals & mining is a signifi cantly 
different story as Africa, Australia and 
several other non-US geographies are 
interesting for LPs and should continue to 
be attractive. But as I mentioned earlier, 
the pricing pressure we have witnessed 
in these markets over the past few 
years is unnerving for some investors.  
Plus, there are a host of compliance 
issues that LPs must navigate regarding 
sustainable development, environmental 
protection, human rights, etc. which 
can dampen enthusiasm even further. 
We are constantly searching for and 
meeting with the latest and greatest 
managers across a host of natural 
resources sectors globally. However, 
until the global economic climate 
stabilizes or, in the case of energy, at 
least fi nds consensus on a fl oor, then 
there is not likely to be overwhelming 
investor demand for any strategy in 
this arena regardless of geography. 
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