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FRESH CAPITAL

New Mexico 
SIC votes 
against Dyal 
commitment
By Sam Sutton
• Council votes down commitment by 6 to 3
• Commitment was supported by staff, consultants
• Management fees, fund-life issues cited as risks

The New Mexico State Investment 
Council rejected a $75 million commit-
ment to Dyal Capital Partners’ third 
fund.

Although the commitment was rec-
ommended by its investment staff and 
consultants, the council voted down the 
commitment six to three, according to a 
video of its February 23 meeting.

But even without the commitment, 
Dyal is well on its way to hitting its 
target. The subsidiary of asset man-
ager Neuberger Berman has raised $1.5 
billion toward the $2.5 billion target 
for Fund III, Neuberger Berman Manag-
ing Director Michael Rees said in the 
meeting. 

Dyal has an unusual investment strat-
egy: It buys minority stakes in private 
equity management companies. The 
firm is a partial owner of Vista Equity 

Partners and Providence Equity Part-
ners, which entitles Dyal to a share of 
the management fees and carried inter-
est generated by those firms’ investment 
funds.

Dyal III’s unique strategy won the 
support of blue chip LPs like Alaska and 
the New Jersey Division of Investment, 
but New Mexico’s investment council 
faulted the vehicle for a variety of issues.

Council member Linda Eitzen led 
the SIC’s opposition to Dyal III, citing 
concerns with its indefinite fund life, 
fees, performance and risk profile. As a 
minority shareholder in private equity 
firms, Fund III investments will have 
few clear paths to exit, Eitzen said in 
the meeting. That problem is compound-
ed by the vehicle’s indefinite fund life, 
which could leave LPs on the hook for 
Fund III’s 1.5 percent management fee 
for a long time.

Alaska documents indicate the firm 
can exit its ownership stakes via initial 
public offerings, secondary sales, tender 
offers and dividend recaps.

Furthermore, Dyal’s investment strat-
egy may create succession issues by 
motivating founders of the f irms in 
their portfolio to cash out, Eitzen said. 
“The investment from Dyal is providing 
the liquidity to buy those partners out,” 
she said. “So the [firms] they’re buying 
could be very different over the period 

of their ownership.”
Eitzen, citing a memo by advisor LP 

Capital Partners, also noted Dyal’s first 
fund netted its LPs an 8 percent inter-
nal rate of return while grossing 22 per-
cent. Another source pegged Fund I’s net 
IRR at 13 percent and gross IRR at 25.9 
percent, attributing the spread between 
gross and net to the J-curve.

While it did not commit to Dyal, 
New Mexico did approve a $100 million 
commitment to Vista’s sixth fund at 
the meeting, which remains subject to 
final negotiations. Had the SIC approved 
a commitment to Dyal, a portion of 
the management fees paid to Vista VI 
would’ve come back to the sovereign 
wealth fund as Dyal III fund returns.

In the meeting, Rees paraphrased an 
LP who called Dyal’s strategy the private 
equity equivalent to owning shares of 
Apple. “Damn, I hate paying that much 
for my iPad, but I love owning Apple 
stock,” he said.

Dyal could potentially raise an addi-
tional $2.5 billion in co-investment capi-
tal, according to Alaska Permanent Fund 
documents.

Recent LP Commitments
Limited Partner Fund Name Fund Strategy Amount 

Committed
Fund Target/ 
Size

Insight

Montana Board of 
Investments

Axiom Asia Private Capital 
IV

Fund of funds $25 million $391 million The Singapore-based Axiom Asia Private Capital is an independent 
funds of funds management firm focused on investing in the Asia 
Pacific region. 

McCarthy Capital Fund 
VI, L.P.

Acquisitions/
Buyouts

$25 million $325 million McCarthy specializes in high-growth, lower middle market 
companies, typically investing between $10 million and $30 million 
per deal.

Nebraska 
Investment Council

Green Equity Investors VII Acquisitions/
Buyouts

$50 million $8.5 billion Leonard Green invests in retail, distribution, healthcare, aerospace/
defense and consumer and business services companies.

McCarthy Capital Fund 
VI, L.P.

Acquisitions/
Buyouts

$40 million $325 million McCarthy invests in lower middle market companies with strong 
growth, and will look to acquire businesses with enterprise values of 
up to $200 million.

New Mexico 
Educational 
Retirement Board

Ares Corporate 
Opportunities Fund V LP

Acquisitions/
Buyouts

$40 million $6.5 billion Ares will target traditional buyouts and distressed debt investments, 
with a heavier tilt towards distressed debt deals to account for the 
economic slowdown.

Tenex Capital Partners II Acquisitions/
Buyouts

$50 million $600 million Tenex set a $750 million hard cap for Fund II and will continue its 
strategy of acquiring companies with “operational distress”

Ohio Police & Fire 
Pension Fund

Vista Foundation Fund III Acquisitions/
Buyouts

$50 million $2 billion Vista Equity Partners invests in software and technology enabled 
businesses.
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For a link to a video of New Mexico’s 
SIC meeting, visit http://bit.ly/1Qssw59


