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COMMENTARY

The pros and cons of private equity investment
In Canada, pri-
vate  equi ty 
(PE) firms have 
not tradition-
ally played a 
prominent role 
in the mining 
industry. Per-
haps this is due 
to uncertainty 
regarding the 
longer payoff 
periods associ-
ated with the mineral extraction 
industry and the fact that the com-
plexity and timing of mining proj-
ects do not, in many cases, fit 
within the traditional PE model. 
And, perhaps more significantly, 
Canadian mining companies have 
historically not needed private eq-
uity as a means to raise capital, as 
equity markets have been a reliable 
source by which to access funds. 

However, the recent decrease in 
the market capitalizations of many 
mining companies has in some 
cases led to more attractive valua-
tions, drawing PE interest in the 
mining market. In 2014, several 
funds announced large raises ded-
icated to investments in the mining 
sector. With ongoing challenges 
for mining companies in the equity 
markets, mining companies are 
also becoming more receptive to 
new sources of funding. PE funds 
have also been at the forefront of 
using a variety of financing meth-
ods in investments made in the 
mining sector.

Traditionally, the “typical” PE 
deal involved the purchase of an 
underperforming or undervalued 
business. Part of the deal would 
generally include keeping a few 
key personnel or shareholders, en-
abling the business to run much the 
same as before the deal, with the 
addition of experienced manage-
ment and extra liquidity. These 
transactions do not typically take 
the form of a purchase of a con-
stituent asset of a business, but 
rather an investment in the busi-
ness as a whole. However, with 
mining companies occasionally 
holding assets which may not fit 
within the particular company’s 
core competency, a direct asset 
sale to a PE fund is a potential op-
tion in the mining space. 

Magris Resources’ purchase of 
the niobium-producing Niobec 
mine in Quebec from Iamgold
(TSX: IMG; NYSE: IAG) in Octo-
ber 2014 was an example of a pure 
asset sale, helping Iamgold focus 
on its gold business by selling its 
niobium mine to the Toronto-
based PE firm.

Direct investment in the equity 
of a target company has been a 
more typical method of PE invest-
ment. In such instances, PE firms 
will take a position, often a large 
minority stake, in a company that 
it views as underperforming or un-
dervalued, which allows the target 
company to access capital and the 
expertise of the PE fund. Holding 
a minority position gives the fund 
an important say in the company’s 
direction (usually through a seat on 
the board of directors and rights to 
maintain its equity position), with-
out being responsible for assuming 
complete control of the company. 
The investment objective is to 
make the company more profitable 
or improve its share value, and then 
exit the investment through a vari-
ety of methods. This form of equity 
investment is no different in the 
mining sector.

PE firms are also entering into a 
range of alternative financing 

transactions. 
L i k e  o t h e r 
major mining 
c o m p a n i e s 
which employ 
such finance 
transactions, 
PE funds are no 
doubt moti-
vated by the 
ability to invest 
in a project 
without having 

to take a position in the equity of 
the company itself. Sometimes, 
these agreements are structured as 
a pure alternative financing ar-
rangement, such as a royalty or 
streaming agreement. PE can also 
structure deals so that the agree-
ment has various funding mecha-
nisms, including equity, debt, and 
alternative financing components.

A more controversial way PE 
can enter the mining markets is 
through a hostile takeover. With 
share prices depressed by weak 
commodities prices, companies 
are trading at market capitaliza-
tions which, from many such com-
panies’ perspectives, belie their 
value and in some cases are even 
less than their working capital. In 
such instances, PE funds may seek 
out a company which, in the fund’s 
view, has a temporarily depressed 
price, and make an unsolicited 
offer to acquire the shares of the 
company from its shareholders. 
Though the company may be “un-
derpriced,” shareholders may nev-
ertheless be tempted by the pre-
mium to the current trading price 
that is offered by the fund. For its 
part, the fund will think the “pre-
mium” is warranted, as the cost is 
still below what it views as the po-
tential value of the company.

This scenario played out in the 
case of Waterton Global Re-
source Management’s takeover 
of Chaparral Gold in 2014. Water-
ton was of the view that, given 
current market conditions, Chap-
arral may never have had the funds 
necessary to bring its Goldfield 
and Converse gold properties in 
Nevada to production. After a pro-
tracted fight in which Waterton 
raised its bid price multiple times, 
Chaparral agreed to an acquisition 
by Waterton and Goldrock 
Mines (TSXV: GRM; US-OTC: 

MFMNF) in October 2014.
Waterton’s bid for Chaparral 

may signal to some junior miners 
that while PE may provide a new 
source of capital, it may also be a 
new source of hostile bidders. 
Chaparral did not appear to be in 
any financial distress, and may 
have only needed a rebound in the 
equity markets in order to raise 
enough funds to develop its proj-
ects. Rather than a welcome influx 
of capital, opportunistic buyouts 
from PE firms, based on tempo-
rarily depressed prices, would 
constitute a change that junior 
miners and their shareholders 
will need to consider.

While many PE funds had an-
nounced large raises throughout 
2013 and 2014, as of the end of 2014 
the investments made by PE in the 
mining sector are still just a small 
fraction of the announced funds 
available. Based on announce-
ments of new fund raises in 2014 as 

compared to announced deals, 
there are still billions of dollars 
committed to investments in the 
mining sector that have yet to be 
fully invested. This is certainly an 
indicator that we can expect to see 
an increased role for PE in the min-
ing sector. As a result, miners 
would be well advised to position 
their companies to benefit from the 
liquidity sitting on the sidelines, 
while also taking steps to protect 
themselves from unsolicited, and 
potentially undervalued, bids. 

The diverse range of the struc-
ture of these deals is also a trend 
to watch. Between asset pur-
chases, equity transactions, loan 

agreements and asset-direct in-
vestments, PE funds concluded 
a diverse range of agreements in 
2014. Miners that are aware of 
and seek out different deal 
structures and alternative fi-
nancing arrangements may find 
opportunities for survival in the 

depressed market.
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The investments made by PE in the mining 
sector are just a small fraction of the 
announced funds available.
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The Niobec niobium mine in Quebec, which was purchased from Iamgold last year by Magris Resources, a Toronto-
based private equity firm.
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