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Fossil Fuel Deals Dwarf Renewable 

Financing – but There Are Signs of a Shift  
Private equity energy investments have focused heavily over the 
past decade on fossil fuel assets, such as thermal coal or oil and gas 
infrastructure. There have been significant losses on many of these 
investments in recent years due to the downturn in the oil and gas 
sector, particularly US shale, to which many private equity firms 
have significant exposure. 

Investments in the fossil fuels sector have dwarfed investments in 
solar and wind energy, but there are signs that this is beginning to 
shift as returns on renewable project development become 
increasingly attractive and project risk eases through policy 
support and market intervention by governments. 

Trend Towards Privatisation Heightens the 

Importance of Decarbonisation 
Private equity firms have increasingly been buying fossil fuel assets 
as others have looked to divest. Some firms have looked to 
capitalise on the falling value of fossil fuel assets in search of 
attractive returns, despite the risks posed by tightening climate 
regulations and other pressures on energy prices. Robust demand 
in such key regions as Asia-Pacific supports profitability of these 
assets. Despite some pressure from institutional investors, there 
are only limited mechanisms to drive private equity firms towards 
emissions reductions. 

Increased shareholder and investor activism in recent years has put 
pressure on companies and financial institutions to divest fossil fuel 
assets. Private companies and private equity firms are less exposed 
to these trends but are not fully insulated, and many limited partner 
institutional investors are pushing for deeper adoption of ESG 
principles into investment practices. Where this aligns with 
potentially strong expected financial returns – such as with solar 
and wind project development financing – this could create a 
supportive environment for low-carbon financing activities.  

Private equity could play a key role in supporting the development 
of these industries owing to its ability to rapidly deploy large 
volumes of capital. 

 

 

 

‘There’s a growing trend towards listed companies 
or investors opting to divest from fossil fuel or 
carbon intensive assets. Comparatively little focus 
is on who purchases these assets – private equity 
and state-owned enterprises will generally have 
fewer incentives to reduce emissions than their 
public counterparts, but there are signs of positive 
impact in growing renewable energy project 
finance.’  

David McNeil, Director, Fitch Ratings 
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Rise of Private Assets Has Implications for 

Energy Financing and Decarbonisation  
There have been limited moves towards integration of climate and 
wider ESG concerns into  private equity investing, but this pales in 
comparison to what has been seen in public markets in the past five 
years. Although the UN Principles for Responsible Investment 
signatory list includes 431 private equity firms, only 16 of these 
disclose impacts of ESG factors on financial returns, according to an 
analysis by Institutional Investor, and only half use ESG principles in 
monitoring portfolio companies. Evidence of climate considerations 
actively influencing investment decisions appears rare. 

 

About 8,300 private equity firms globally manage more than 
USD4.3 trillion in assets and this is set to rise to as much as USD8.3 
trillion by 2025, according to estimates by Prequin. The number of 
companies listed on US stock exchanges has nearly halved since 
2000, while the number of private companies has increased 
fivefold.  

 

 

Early Signs of Integrating Climate Change in 

Investment Decisions 
Private equity financing of fossil fuels in the US has dwarfed solar 
and wind projects over the past decade, heavily driven by a rush into 
shale assets. However, weak global fossil fuel prices have led to 
poor returns on many of these investments.  

  

Indeed, pressure from limited partners and other investors to 
integrate these factors is growing, and the potential for private 
equity firms to shape the direction of low-carbon investment is 
substantial, given their volume of assets under management and 
ability to raise and deploy capital rapidly. ESG-related capital in 
private equity grew by an average of 30% a year between 2015 and 
2020, according to McKinsey. 

 

ESG and climate disclosure requirements for the sector tend to be 
less developed than in public markets. This has implications for the 
appetite to invest in carbon-intensive assets, as well as reporting 
practices. Most private equity firms do not disclose underlying 
assets in their investment portfolios and the heightened investment 
interest in climate risk is leading to some selective reporting 
practices. For example, many firms have opted to disclose fossil fuel 
asset holdings on the basis of enterprise value as a result of the fall 
in asset prices in 2020, which may not provide a full picture of their 
exposure to these sectors.  

Despite this, there is some evidence that investor appetite for 
exposure to fossil fuels has fallen. Coller Capital’s 2020 Global 
Private Equity Barometer found that over 40% of respondents 
anticipated greater investment in ‘climate-friendly’ goods and 
services, while 38% forecast reduced investment in oil and gas 
sectors.  
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Early Signs of Climate Target Setting in Private Equity  

Blackstone recently announced a target of reducing emissions 
15% within the first three years of investing in a new portfolio 
company or asset, the first among its private equity peers to set 
an overall emissions reduction target. 

 The initiative begins in 2021, with performance being tracked 
by France’s Schneider Electric SE, which will tabulate usage, 
cost and associated emissions data based on monthly energy 
bills from each new piece of Blackstone’s portfolio. Emissions 
reductions will be reported in aggregate against the firm’s 
overall target.  
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Private Investment in Renewable Energy 

Growing, but from a Low Base  
Renewable energy deals by private equity investors hit a record 
USD11.3 billion in 2020, according to Pitchbook, against USD708 
billion of total US deals. This reflects an increasing number of 
renewable projects and investment opportunities, as such factors 
as technology, project maturity and economies of scale improve 
their viability. Nonetheless, this starts from a low base of capital 
investment and the number of deals has remained fairly stable over 
the past decade.  

  

In August 2020, Apollo Global Management, Inc. (A/Stable) 
invested USD265 million to fund a large offshore wind project off 
the coast of Maryland with a capacity of 270MW. Brookfield 
Renewable Energy Partners, a subsidiary of Brookfield Asset 
Management, Inc. (A-/Stable), has amassed a portfolio of 19GW 
across North American solar, wind and hydro projects.  

Rising values of existing projects in the renewable energy sector in 
recent years have driven private equity investors towards 
development projects. The higher risk of new projects is seen to be 
increasingly offset by the predictable returns of utility power 
purchase agreements, although as with any new infrastructure 
project wind and solar developments can be subject to delays, 
planning and regulatory hurdles or public opposition. As a result, 
many larger private equity firms are adopting a strategy of backing 
development projects where planning approval has been granted, 
whilst largely avoiding operating sites. 

Internal rates of return (IRR) on projects can be significantly higher 
for new renewable projects than for established ones. In North 
America, the IRR for new projects will average between 12% and 
14%, compared with 6%-8% for sites already operating, according 
to alternative investments advisor Hamilton Lane. This growing 
focus on new developments and project finance could be 
particularly influential in emerging markets (where project risks are 
often higher, but returns potentially greater and other sources of 
finance are often scarce) as well as nascent industries, such as US 
offshore wind.  

Private Equity Increasingly Filling the 

Thermal Coal Finance Gap  
Private equity’s importance for financing for fossil fuel projects  is 
increasing as the availability of public sources of financing dwindles 
due to the application of ESG strategies and policies by financial 
institutions. Many miners have divested thermal coal assets where 
ownership of such assets have affected their market access, 
particularly when coal mining assets are short-lived and a small 
share of overall revenue. For example, Glencore has capped 
production and plans to separate its coal mining business should 
this start to weigh on investor appetite for its wider business.  

However, divestment of these assets is becoming challenging for 
many miners, particularly due to falling asset prices. Rio Tinto Plc 
(A/Stable) was able to offload its last coal assets in 2019 for about 
USD4 billion, but recent transactions and revaluations indicate a 
decline in asset values since then. BHP recently rejected offers from 
potential buyers of its Australian thermal coal assets that missed its 
own valuations. 

ESG concerns have contributed to decreasing demand for 
ownership of coal assets – but demand for consumption of coal as a 
commodity has been resilient. Prices for thermal coal have risen 
sharply over the past year alongside the economic recovery in 
China. We expect China to remain the main consumer of thermal 
coal over the coming decade, despite efforts under the new Five 
Year Plan to limit the growth of new thermal coal power plants. By 
2024, China’s annual coal consumption is expected to equate to 
about 2,904 million tonnes, according to the International Energy 
Agency. 
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Citi Promoting ‘Coal to Zero’ Mining Investment Vehicle 

Citigroup Inc. (A/Stable) has reportedly been engaging 
investors on a new coal mining investment vehicle, with 
Resource Capital Funds and commodities trader Trafigura 
Group. The fund will aim to acquire global coal mines from 
publicly traded companies, with a view to continuing to operate 
these at profit but with a commitment to closing ‘before 2045’.  

The venture will not aim to expand or extend production from 
mines, but facilitate an ‘orderly exit’ from the sector. Miners 
such as Anglo American plc (BBB/Stable) and BHP Billiton had 
previously claimed they were best placed to do this until coming 
under pressure from activist investors to divest thermal coal 
mines. The timeframe of the exit has raised concerns from 
climate scientists over the inadequate pace of decarbonisation, 
highlighting the challenges in managing the wind-down of coal 
assets.  



 

Sustainable Insight  │  25 May 2021  sustainablefitch.com 5 

 

  

 

Sustainable Finance 
Climate Risk 

Global 

More broadly, the cost of loans for some fossil fuel projects 
(particularly coal power and mining) has risen sharply over the past 
decade, implying a rising risk premium. Analysis by the University of 
Oxford points to falling loan spreads for renewable projects, but an 
increase of 54% for coal mining projects between 2010 and 2020.  

   

 

  

The resilience of coal profitability is reflected in the upwards 
trajectory of thermal coal prices, which have increased from an 
average of about USD50/tonne in 2019 to USD 90/tonne currently. 
China’s benchmark Qinhuangdao 5,500kcal/kg coal price reached a 
decade-high of CNY1,010/tonne in mid-January 2021 amid a cold 
snap. The government has asked miners to maximise production as 
long as they can ensure safety. China’s annual coal production had 
already risen by 6% year on year in December 2020 to an all-time 
high of 352 million tonnes. However, the benchmark price had 
softened to about CNY580/tonne by early March 2021. 

Together, this creates strong incentives for continued financing of 
coal assets by private equity firms, which are not subject to the 
same pressures relating to ESG investing as publicly listed 
companies. Asia-Pacific banks also play a key role in financing coal 
projects.  

Analysis of major private equity investments in coal assets shows 
the particular volume of deals in the US and India in recent years. In 
many cases, these have been acquired from power utilities (for 
example, Riverstone Holdings invested in four of Engie’s European 
coal assets in 2019 and continues to operate these in the 
Netherlands and Germany). New capacity is heavily concentrated 
in such countries as India and the Philippines, where government 
policy towards coal is more supportive.
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KKR Highlights Thermal Coal’s Woes in North America 

KKR subsidiary Longview Power, which operates a coal power 
plant in West Virginia, filed for bankruptcy in 2020 as a result of 
declining demand for coal power in the US and low utilisation 
rates. The plant had been identified by the US Department of 
Energy as a model for ‘clean coal’ power, but KKR’s 40% stake 
in the company has been effectively wiped out, and the 
restructuring plan includes a loan from the federal Paycheck 
Protection Program.  
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Oil and Gas Sector Faces Fewer Pressures  
The risks to fossil fuel prices posed by tightening climate regulation 
could drive some private equity firms to reduce their exposure to 
new fossil fuel assets over time. Data from the Hayes and Boone 
Bankruptcy Monitor show that the bulk of oil and gas bankruptcies 
that occurred in 2020 as a result of persistently low oil prices were 
largely backed by private equity – this consists mostly of highly 
leveraged smaller companies that were unable to sustain a 
prolonged period of weak prices.  

 

Despite often poor returns in recent years, private equity firms 
continue to look for opportunities in the oil and gas sector 
particularly where asset values have fallen to offer an attractive 
expected return. While the sector faces tightening climate 
regulations, most policy measures aimed at stemming emissions 
from oil and gas are generally far more limited and fragmented than 
for thermal coal. Regulatory risks are therefore perceived as lower 

and long-term demand drivers appear to be robust. Fitch Ratings 
discussed some of these factors in our ESG Vulnerability Scores 
report for Oil, Gas and Chemicals Companies (January 2021). In 
general, policy measures targeting oil and gas emissions have been 
heavily concentrated on public assets in Europe, with 
comparatively little regulatory action in Asia and the Americas 
despite public pledges to address sources of emissions. The US 
Biden administration has made symbolic measures in support of its 
climate targets, such as a freeze on oil and gas permits on public 
lands, but these are a small share of overall production and are 
unlikely to materially reduce demand.  

Moreover, while demand destruction is anticipated in the oil and 
gas sector through electrification of transport, we expect this to be 
offset by rising demand for plastics and petrochemicals, with 
emerging market waste recycling infrastructure expected to 
remain limited until the 2040s.  

Nonetheless, we expect scrutiny of financed emissions in the 
lending and holdings of portfolios to rise with reporting 
requirements such as the EU Green Asset Ratio for banks. This 
could create pressure to limit lending to the most carbon intensive 
oil and gas assets. Private equity firms are likely to become an 
increasingly important source of financing under such a scenario, 
particularly as demand for oil and gas should prove resilient.  

While private equity firms are not immune to investor pressures on 
ESG policies faced by other financial institutions, they are more 
likely to be able to capitalise on potential fossil fuel investments 
that are restricted for their counterparts. We expect investments in 
conventional oil and gas assets to continue for private equity firms, 
because fundamental demand drivers remain strong, particularly in 
the Asia-Pacific region. 
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Major Private Equity Investments in Coal  

Private equity firm Company  Type Acquisition date Location 

Riverstone Holdings Onyx Power Power generation April 2019 Netherlands, Germany  

Energy Capital Partners Triton Power Power generation October 2017 UK 

Blackstone with ArcLight Capital Lightstone Generation Power generation January 2017 US, India 

Riverstone Holdings  Talen Energy  Power generation December 2016 US 

Yorktown Partners Ramaco Resources Mining  August 2016 US 

Global Infrastructure Partners  Caithness Energy Power generation March 2016 US 

Riverstone Holdings Fitzroy Australia Resources Mining January 2016 Australia  

Macquarie Infrastructure  Ind-Barath Energy  Power generation July 2015 India  

Global Infrastructure Partners Empresa Electrica Guacolda Power generation May 2014 Chile 

KKR Longview Power Power generation March 2014 US 

Carlyle  Cogentrix Energy Power Management  Power generation June 2013 US 

EIG Global Energy Partners Coalspur Mines Upstream April 2013 Canada 

Apollo Global Management  NRI Management Group Mining  January 2013 US 

Riverstone Holdings Raven Power Power generation August 2012 US 

Warburg Pincus Diligent Power Power generation May 2011 India 

Macquarie Infrastructure  Adhunik Power and Natural Resources Power generation August 2010 India 

Macquarie Infrastructure GNPower Power generation January 2010 Philippines  

Warburg Pincus ACB (India) Power generation March 2006 India 

Source: Fitch Ratings, Private Equity Stakeholder Project, PitchBook    
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