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Investment Hazard:
Ares Management launches energy
fund despite past problems
Ares Management is launching an energy infrastructure fund, Ares EIF Management V, soon after
broadening its energy-related assets.1 Ares completed the acquisition of the specialty private equity
firm Energy Investors Funds, with $4 billion in assets under management, on January 1, 2015.2
Ares is joining a surge in private equity into energy-related funds. In 2014, energy-focused PE
funds raised $49 billion, according to Preqin, with 71% closing at or above target. So far, 2015 is
off to a frenzied start with 70 energy-focused funds in market seeking $43 billion (the previous 5
years saw an average of 46 energy related funds annually)3.
Ares may face headwinds in such a competitive market.
Through its acquisition of EIF, Ares inherited a history of underperformance. Three of EIF’s
four funds have lagged relative to peers, and the most recent fund missed the benchmark by 21
percentage points.
EIF investments encountered problems as well. Notably, a tragic accident at a Connecticut power
plant resulted in the deaths of six workers with dozens more injured. In another investment,
community resistance to a proposed New Jersey pipeline has slowed down plans.
Ares itself had invested in the energy sector prior to the acquisition of EIF, through its private
equity group and through debt financing. One example is the Plasco Energy Group, an Ares
portfolio company that recently declared bankruptcy after years of problems.
This spotty history raises questions regarding performance and Ares’ due diligence process. As
Ares seeks commitments for its new energy infrastructure fund, investors may want to examine:
What gives Ares confidence that it can deliver alpha for investors, given past
underperformance?
With so many energy funds on the market, why choose one with EIF’s record of
underperformance relative to peers?
How does Ares conduct due diligence? How does it ferret out potential risks in the preacquisition phase?
What clawback provisions will Ares offer investors in the event the fund underperforms?
Does Ares’s appetite for risk in energy investments match that of investors?
1

EIF’s Track Record
A History of Underperformance
EIF has built portfolios of energy infrastructure assets. It has focused on those involved in power
transmission, generation and midstream sectors. Its assets include conventional energy sources
like oil, gas and coal as well as solar, hydro and landfill gas.4 Since 2001, EIF has launched four US
Power Funds. While the first fund posted returns exceeding the benchmark, the three successor
funds have posted returns substantially below the benchmark5. The most recent fund, USPF IV,
launched in 2010, has a reported net IRR of -3.5 as of the third quarter of 2014, far below the
Cambridge Associates benchmark of 17.39.6
By another measure, according to data from Preqin Ltd. energy-focused private equity funds that
launched between 2002 and 2011 had average net returns of nearly 14 percent annually.7 For that
same period, EIF’s three funds averaged a 1.1 percent net return.

Source:
CC CERA QUARTERLY REVIEW & PERFORMANCE MEASUREMENT REPORT 3Q14
CAMBRIDGE ASSOCIATES U.S. Private Equity Index 3Q14
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Kleen Energy Plant’s Fatal Accident
On February 7, 2010, an explosion at an EIF-owned power plant under construction leveled
sections of the facility, killed 6 workers and injured 50 others.8 The shock waves were felt in
communities 40 miles away.9
“The explosion blew the siding off the structure, crumpled construction trailers, and sparked
a conflagration that sent a dense plume of black smoke hundreds of feet in the air,” Fortune
reported.10
EIF had started construction at the Kleen Energy plant in Middletown, Connecticut in 2008 and
owned 80% of the project.11 At the time of the 2010 explosion, the plant was in the final stages of
construction and was scheduled to open in a few months. The plant eventually opened in 2011, 17
months after the explosion.12
At least 29 lawsuits were filed against Kleen Energy and the plant’s general contractor, O&G
Industries, according to the Hartford Courant.13 Five widows of the workers killed entered
settlement agreements after mediation with a Superior Court judge. One widow, Dyann Chepulis,
agreed to $1.7 million settlement, but died four days after a probate court judge approved the final
estate, the Courant reported, meaning she received no payment.14
The family of another victim, Ronald Crabb, who was 42 when he was killed, agreed to a $2.55
million settlement, of which about half went to his two children.15
Kleen Energy’s construction contractor, O&G Industries was cited by the Occupations Safety
and Health Administration for 142 separate violations in the incident, including 117 “willful”
violations, meaning “committed with plain indifference to or intentional disregard for employee
safety and health.”16 O&G and its contractors were issued $16.6 million in penalties by OSHA, for a
total of 370 violations.17
Department of Labor Secretary Hilda
Solis said, “the fines and penalties reflect
the gravity and severity of the deadly
conditions created by the companies
managing the work at the site. No
operation and no deadline is worth
cutting common sense safety procedures.
Workers should not sacrifice their lives
for their livelihoods.”18
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The governor of Connecticut issued
an order banning the use of flammable
gasses to conduct “gas blow” pipe
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cleaning in September 2010, following reports from two state commissions appointed to investigate
the Kleen Energy disaster.19
Since it opened in 2011, the Kleen Energy plant has had other problems. The facility experienced
several disruptions in the first half of 2014, prompting a “Negative Watch” rating from Fitch, which
said it “remains concerned that the uncertain volatility of Kleen’s cost structure and persistent
operational failures could reduce financial performance over the long-term.20
For 6 weeks of winter weather in 2014, the entire Kleen Energy facility shut down to repair the
steam turbine, which was experiencing unusual vibrations, according to Fitch. Another outage in
the steam turbine disrupted revenue, which dropped by $25 million, and cost $3 million in repairs.21
The disruptions meant operating cash flow was insufficient to meet two scheduled debt service
payments, Fitch said.22
In mid-February 2014, Kleen Energy plant experienced a two-alarm fire that broke out in a
combustion turbine. Firefighters said they contained an oil fire discovered on the floor of the turbine
house that spread to the turbine housing and insulation, NBC Connecticut reported.23 According to
Fitch, the shutdown due to the fire cost $6 million in revenue. The combustion turbine didn’t return
to full capacity until June, 7, 2014.24

Questions for Investors
Was EIF’s due diligence into the Kleen Energy project and its contractors adequate?
How have litigation, regulatory penalties & project delays impacted returns on EIF’s
investment in Kleen Energy?
How have Kleen Energy’s troubles impacted investors?

Pilgrim Pipeline Churns Controversy
EIF is providing financial backing to the Pilgrim Pipeline, a proposed project to build a bidirectional 180-mile pipeline from Albany, NY to Linden, NJ to transport crude oil southbound
and refined petroleum products such as gasoline, diesel, heating oil and aviation fuel northbound.
Pilgrim Pipeline listed the project’s price tag at $820 million.25
Pilgrim Pipeline has encountered political and community resistance to the proposed plan,
including a campaign spearheaded by the New Jersey chapter of the Sierra Club. The Coalition to
Stop Pilgrim Pipeline (CAPP) also includes groups like 350NYC, Food and Water Watch, Already
Devalued & Devastated Homeowners of Parsippany, and the North Jersey Public Policy Network.
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On its website, www.stoppilgrimpipeline.com, the Coalition states that its objections to the
pipeline include “major impact on environment, public health and property values” and “damaging
effects on urban communities and open spaces through which it passes.” 26
Pilgrim Pipeline said it intended to file its application with the State of New Jersey in the third
quarter of 2014.27 As of the first quarter of 2015, it had not filed.28
However, Pilgrim has already hit at least one regulatory hurdle; the state utility denied its request
to use a right-of-way in an approximately 35-mile segment of the proposed route. Public Service
Electric & Gas Co. denied Pilgrim’s request in September 2014, and released a public statement in
February 2015 confirming the fact.29
The Newark Star-Ledger reported that a PSE&G spokeswoman said, “This right-of-way already
contains transmission, distribution and gas facilities. At the time, we said that building another
pipeline in the same right-of-way could interfere with these existing facilities, as well as future
potential uses of this property for the provision of safe and reliable electric and gas service.”30
In December 2014, the New Jersey State Assembly passed a bipartisan resolution opposing the
Pilgrim Pipeline. It was sponsored by representatives of both parties, and passed in a 54-5 vote,
with 13 abstentions.
One of the sponsors, Assemblywoman Linda Stender said the bipartisan support “speaks volumes
about the concern for our drinking water, and the desire to keep it from being ruined by the oil
that this thing would carry,” in a Newark Star-Ledger news story.31
Municipalities along the proposed pipeline route have also been resistant. The Newark Star-Ledger
reported that 27 of 28 municipalities, plus two counties, along the proposed pipeline route have
passed resolutions opposing it. The resolutions are non-binding.
The most recent town to join was Morris, where in March the all-Republican Board of Freeholders
unanimously passed the resolution. The language states the board has concerns about hazards to
the water supply, since the pipeline would pass through three aquifers and areas protecting public
wells. The resolution calls for a moratorium on “any and all planning, proposals, surveying or
construction” of the pipeline. It also notes that the pipeline would use Bakken shale oil, extracted
through fracking in North Dakota, which “contributes to the climate change crisis by releasing
large quantities of methane gas.”32
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Questions for Investors
Was EIF’s due diligence into the Pilgrim Pipeline proposal adequate?
What expectations did Pilgrim have regarding community response to its proposal?
The project appears to be behind schedule, how would delays impact EIF’s investment?
If Pilgrim is unsuccessful in securing the necessary approvals, what protections are in
place for EIF & its investors?

Ares’ Track Record
Plasco Energy Group
Ares became one of the biggest owners in Plasco Energy Group in 2010, providing $110 million
in equity financing though Ares Corporate Opportunities Fund III (ACOF III). The Canadian
firm was founded in 2005 and seeks to convert municipal garbage into energy using a proprietary
technology of injecting plasma to convert trash to electricity.33
Plasco has been developing the technology for a decade, and had been working to secure
commercial projects in Canada, California, the United Kingdom, Poland, the Caribbean and
China.34
In 2006, Plasco started construction on its pilot facility in Ottawa. The contract with the city
included Plasco providing waste treatment, but Ottawa was also entitled to royalties as Plasco
expanded its operations to other cities.35 As the project developed, Ottawa ultimately entered into
a 20-year contract with Plasco in 2011 for $9.1 million annually to process 300 Tonnes (331 tons)
of garbage, about one third of the city’s trash. 36
However, after nearly 10 years of complications and delays, in February 2015, Plasco’s deal
with Ottawa fell apart. After missing deadlines to secure additional financing, Plasco declared
bankruptcy.37
“On the same day that city officials recommended that Ottawa end its relationship with Plasco
Energy Group, the home-grown waste-management firm filed for creditor protection, resulting in
the loss of 80 jobs and the end of an era for a company once considered a shining light in the local
clean-tech industry,” the Ottawa Citizen reported.38
In court documents filed for the bankruptcy proceeding, Plasco’s trash conversion technology was
described as not being ready for commercial operating performance by KPMG, a firm brought in
by Plasco for restructuring.39
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In an affidavit, KPMG partner Randall Benson said, “Plasco Group engineers concluded that
certain aspects of the conversion system needed to be redesigned in order to sustain commercial
operating performance on an economically viable basis.”40

Questions for Investors
In conducting due diligence on Plasco, what did Ares know about the firm’s history of
delays before its 2010 acquisition?
What assessment did Ares have of Plasco’s risk profile?
How will Plasco’s bankruptcy affect Ares investors?
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