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What is the current state of play in the natural resources 
fundraising environment? 

Well, it is certainly better than it was 12 months ago. More 
specifi cally, the energy fl u that US investors have been 
suffering from has slowly morphed into a mild headache. There 
is still a considerable amount of volatility in the sector (referring 
specifi cally to US-based upstream and midstream energy 
managers), and portfolios are still reeling from the signifi cant 
write-downs/write-offs over the past 18 months. However, 
members of investment committees and boards of directors 
have slowly become more comfortable with their energy 
exposure and seem to have found peace with the underlying 
assets that were marked down so signifi cantly. Better said: 
the bleeding has stopped…for the time being. None of the 
scepticism was unfounded as many GPs were, prudently, 
quick to write down their portfolios. At the same time, it is our 
understanding that some GPs were not as prudent with their 
write-downs (e.g. a portfolio company’s publicly traded debt is 
trading at a serious discount to par, but the company is still held 
at 1.0x basis by the GP), so it took several quarters for the LPs 
to ascertain the true value of their energy exposure. Of course, 
oil trending up to the $45-50 per barrel range since January 
and the XOP (S&P 500 E&P ETF) being up 23% YTD both 
helped calm some nerves. 

In terms of other natural resources sectors, we have seen 
growing investor interest in metals and mining, but demand 
for agriculture, farmland or timber is relatively unchanged. The 
vast majority of natural resources funds being raised today 
are energy focused, according to Preqin, but early 2016 saw 
a signifi cant drop-off in the number of energy funds closed. 
Energy managers still have a considerable amount of dry 
powder at their disposal, so it will be interesting to see if M&A 
picks up signifi cantly over the coming quarters.

With a signifi cant number of funds currently in market, 
how can managers stand out from the crowd? 

It is a timely question as Preqin is reporting that, as of 
September 2016, there were 267 natural resources mandates 
in market and the fundraising process is taking an average of 
19 months. Clearly it is diffi cult to stand out from the crowd for 
these managers, and many are not hitting target. Regardless 
of the underlying commodity or strategy, we advise managers 
that LPs want to see a few differentiating aspects, including: 
a) a tight focus on specifi c geographies where they have an 
advantage over others; b) access to truly proprietary deal fl ow;  
c) specifi c examples of value add at the portfolio company 
level. 

All too often we see GPs in market that have an overly broad, 
opportunistic approach to investing and sourcing deals. 
Unfortunately, this strategy is perceived by LPs to be too ill 
defi ned and the sourcing mechanism appears to lack focus. 
Having projects identifi ed or deals ready to close can help a fund 
manager articulate clearly where initial capital will be deployed 

and why they chose to pursue these particular investments. In 
terms of the actual fundraise, we guide all GPs, whether they 
are mandates of ours or not, to have a realistic understanding 
of interest from their anchor LPs or low-hanging fruit for a fi rst 
close. The dynamic is similar across credit, private equity or 
natural resources and, in all cases, if managers come to market 
without a clear understanding of anchor capital then it will be 
extremely diffi cult to entice new LP relationships into conducting 
due diligence, which can lead to a prolonged fundraise. Given 
the volatility in commodity prices today, and the cyclical nature 
of natural resources in general, it furthers our opinion that GPs 
need to be fully buttoned up with their current LPs’ support and 
effectively articulate the differentiating aspects I mentioned 
earlier –  this will undoubtedly help managers set themselves 
apart.

Are there any regions where LPs are particularly bullish? 

The North American energy landscape appears to be getting 
the most attention from LPs these days as evidenced by 17 
funds closing on just over $13bn in H1 2016, according to 
Preqin, versus 10 funds securing just north of $5bn focused 
elsewhere. In terms of more specifi cs around this geography, 
we are seeing the most LP interest in areas that can produce 
assets with signifi cant downside protection. This remains true 
for metals, ag, timber, as well as energy. 

As an example in oil & gas, certain counties in the Permian Basin 
in West Texas have considerably low breakeven economics for 
the operator. GPs with exposure in these areas are constantly 
reminding the LP community that they do not need an $80-90 
oil environment to produce private equity returns, but instead 
a $55-65 price range. We have heard about a couple of GPs 
making substantial investments in Calgary, as well as various 
regions in Oklahoma and Pennsylvania, areas which they claim 
can produce 2.5-3.0x MOIC in a depressed oil environment. 

These types of stories are getting the most attention from the 
LP community at this point. And not surprisingly, many of these 
acquisitions are often on the smaller side and are being sold 
by very large operators that do not fi nd the particular assets 
to be strategic for their overall portfolio. While the operator 
often recognizes that there is money to be made in the 
geography, many times they are consumed with restructuring 
a burdensome balance sheet or the asset is simply too small 
to warrant attention from their team. GPs with dry powder, 
technical insight into the geography and relationships with 
the operators are able to take advantage of these types of 
opportunities. 

What is the appetite for distressed opportunities and are 
they abundant today? 

It is widely understood that there is tremendous distress in the 
US energy sector right now and several GPs have told us of 
a signifi cant uptick in distress deal fl ow over the past several 
quarters. 
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A handful of managers have shared that they got another bite 
at the apple on some potential investments which companies 
were not ready to sell at the GPs’ perceived aggressive terms 
12-18 months ago, but now the companies’ management teams 
are fi nally facing the hard truth that bankruptcy is imminent. 
We are not yet seeing an outright fi re sale of assets by the 
creditors, and we understand that several GPs are waiting for 
that moment. As I mentioned earlier, there is quite a bit of dry 
powder that we suspect will be used to soak up distressed 
opportunities over time. Upstream operators have seen 60-70% 
cost reductions to drill wells, and this is a primary reason why 
oilfi eld services companies will be early targets for distressed-
focused GPs. Many of these companies are overleveraged and 
their creditors are fi nally putting pressure on them. We have 
also heard of portfolio companies that had considerable RBLs 
(reserve-based loans) on undeveloped oil and gas properties, 
which causes fi nancial heartburn. Obviously if the properties 
are not cash fl owing, then it can be diffi cult to meet debt 
obligations. Overall, the environment is ripe for distressed debt 
plays.

So, what is your outlook for the future? 

As this relates to the global energy markets, it helps to have 
an understanding of a few historical and current dynamics. 
Over the past three decades there have been fi ve oil price 
downturns, i.e. where WTI dropped over 50%. This particular 
downturn began in mid-2014 and continues today, which makes 
it the second longest in duration (fi rst being 1996 to 1998) and 
second deepest in terms of price decline (fi rst being the near 
80% sell-off during the fi nancial crisis in 2008). However, those 
particular downturns were marred by deep demand imbalances 
(i.e. recession), whereas today’s downturn is clearly a function 

of oversupply. The last true supply-related downturn was in the 
mid 1980s, and we saw a signifi cant increase in WTI within a 
year of the downturn running out of steam. While history is not 
a defi nitive predictor of future performance, there is ample data 
and a precedent for LPs to anticipate an uptick in their energy 
portfolios over the coming year. This is especially true when 
one takes into account the fact that global demand fi gures 
remain at historical highs while excess capacity fi gures are at 
historical lows. 

In 2015, we witnessed many LPs moving to what they believed 
to be safer bets in energy credit and liquid public options. 
However, both of these options have had disappointing results 
as there remains considerable dry powder for credit deals with 
distressed opportunities just now coming to light over the past 
couple of quarters, and through January 2016, public equities 
were crushed. While the latter has seen an uptick through H1 
2016, the LPs backing traditional private equity-style drawdown 
vehicles felt the least volatility. Much of this is due to the fact 
that drawdown vehicles are not marked-to-market on a daily 
basis but instead evaluated quarterly, and also due to energy 
equity managers being patient stewards of capital as evidenced 
by the considerable dry powder today. 

We believe 2017 will be a solid rebound year for unlisted 
energy managers in terms of dollars raised and funds closed. 
It is widely believed by industry experts that the oil sector will 
continue to be in a state of oversupply in H2 2016; however, 
slowly the demand will eat into the supply throughout the next 
year. Of course, a global economic recession may put a halt on 
global demand. It is our belief that in 2017 energy managers 
will tell the LP community “now it’s time!” and the LPs will 
receive the message loud and clear. 
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