MAYER*BROWN

Article

This article was first published in the Mining Journal on 8 February 2016

Mining M&A in 2016

By Connor Cahalane, London partner in the Corporate & Securities group

at Mayer Brown

The outlook for mining M&A in 2016 remains
aschallengingasit has been for the past few
years but opportunities exist for investors
preparedto takealongerterm view.

Inthe same way that China’s rapid economic
expansion helped to fuel the mining M&A
boom which beganthe mid-2000s, the
dramatic slow down in demand from China, as
its economy becomes more consumer
focusedand less commodity based, has
weighted heavily on global commodity prices.
This has been compounded by the continuing
uncertain outlook for growthin developed
economiessince the global economic
downturn. Allthis has meant that the overall
appetite for investments and acquisitionsin
the mining sector has declined significantly.

With prices for metalsand minerals reaching
historic low points over the past 12 months,
miners continue to focus on efficiency to
protect margins: the frenzy for deals to grow
resource base has been replaced byamore
composed emphasis onincreased productiv-
ityand capital discipline. With no clear
up-turninthe cycleinsight,the majorsare
concentratingtheirattention on their best
performing mines while trying to offload their
“tier 2” assets. BHP Billiton, Vale, Anglo
American, Barrick Gold and Newmont Mining
haveall completed divestments over the past
fewyearsin orderto bolster their balance
sheetsas theydiginfor what could bea
sustained period of weak commodity prices.

Adjustingtothe new normin commodity
markets has proved equally if not more
challenging for junior miners. Traditionally
these businessesin particular have looked to
the public markets to provide capital.
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tothem. The disappointments of ill-timed
acquisitionsand aggressive spending during
the previous miningboom remain freshinthe
minds of investors.

While investorsinthe public markets have
been giving the sectorawide berth, the capital
intensive nature of mining projectsandthe
cyclical nature of industry meanthat thereare
private equity funds who specialise in the
mining sector and see potential for making
good returns ontheirinvestment ifand when
commodity prices rebound. PE investors can
bring potentially long term capital to the table
and many PE fundsinthisareawilltakea 1o
year outlook, which means they can have the
patience to remain invested until the cycle
turns.

Mining focused PE funds have raised large
amounts of capital recently. However, these
fundsappeartobeinnohurryto deploy their
investors’ cash as they continue to sift
through potential targets to find those who
meet their strictinvestment criteria. Much of
theinvestmentin mining companies by PE
funds recently has been growth capital rather
than buyouts,andtypically in private rather
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than public companies. Many mining
specialist PE funds also have a particular
geographic focus, while othersare only be
interested in particular commodities.
Generalist PE funds looking for exposure to
the mining sector may also look to follow
investment by specialist funds, being guided
by their technical know-how and experiencein
evaluating projects.

Evenwhereapotential target meetsaPE
fund’sinvestment criteria, agreeinga
valuation has beenasignificant obstacle to
closinginvestmentsand M&A dealsinthe
mining sector over the past few years. Many
mining PE funds look to achieve returns of at
least or 2.5to 3times money invested over the
life of the fund, with higher returns expected
on projectslocated in perceived high risk
jurisdictions,and thereis oftenagap between
the price expectations of sellers, particularly
privately owned miners,and what investors
are prepared to pay.

sometimes political hurdles to navigate in
order to bringamine from conceptto cash
flow. PE investors,who are often not looking
totakeacontrolling stake, willwanttoseea
strong management team who can put their
capitaltoworkand deliver returns.
Notwithstanding the premium placed on
experienced management teams, discussions
on managementincentives packages canbea
sensitive issue for mining investmentsand
M&A as for many mining companies senior
management’s optionsare likely to be
underwater given recent share price perfor-
mance across the sector. The challenge of
gettingtherightincentives packagein place
thatalignsinvestorsand managementinthe
new world of commodity prices cankey to the
success ofadeal.

Asthe majors continue their drive for
increased efficiency,and with miningjuniors
strugglingto find funding, it seems clear thata
returnto the mining M&A boomyears remains
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