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THE PENDULUM CONTINUES TO SWING BACK 
In 2007, the pendulum had swung to an extreme – it was the peak of the M&A cycle.  High 
valuations encouraged owners to sell, and with aggressive growth targets and the availability of 
credit, buyers had the will and the ability to transact.  Negotiating leverage was certainly with 
the sellers as multiple bidders offered all cash, share purchase deals. 

By 2008/9, the pendulum had swung to the opposite extreme.  Corporate strategy was to cut 
costs and conserve capital as the recession took hold.  As valuations declined, M&A activity 
levels slowed.  If an owner needed to sell, negotiating leverage was with the buyer as multiples 
declined, earn-out structures returned, and asset purchase deals were the norm. 

 

Canadian Mid-Market M&A Activity  
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Source: Capital IQ 
Note: Deals over $10 million; excludes transactions in mining, oil & gas, financial, and real estate. 

 

Today, market conditions are improving and the pendulum continues its swing back.  As 
indicated in the above chart, quarterly M&A activity is above the lows seen a year ago.  Despite 
uncertainty of a double-dip recession, there are a number of reasons why buyers are returning.  
It is reported that corporate cash reserves are at record levels and with corporate strategy 
focusing back on growth, this cash needs to be put to work.  Acquisitions are back on the 
agenda as organic growth will not meet the expectations of shareholders.  Another reason is 
the increased visibility of future earnings, a key ingredient for M&A activity.  As shown in the 
graph below, the correlation between valuation and earnings is back in step and with forecast 
earnings showing a steady rise into 2011, a continued recovery bodes well for M&A activity. 

 

“S&P vs. Operating Earnings”  
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Source: Standard & Poor’s 
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SO WHAT IS OUR EXPERIENCE? 
The short answer is we continue to see an uptick in activity levels.  The best evidence of this is our experience in the 
past 3 months where we are representing six companies and sought bids from hand-picked strategic buyers 
(corporates) and financial investors (private equity groups).  These clients are manufacturing, distribution, service and 
technology companies operating in a variety of sectors.  We received a total of 31 bids, split 15 strategic and 16 
financial.  Our observations have been: 

• Acquisitions are back on the agenda of Canadian and international corporate buyers, a number of whom are 
approaching target companies directly 

• Canadian and US private equity groups have committed capital and are feeling the pressure from their limited 
partners to put this capital to work 

• Credit to finance mid-market M&A transactions is available, although buyers and financiers remain cautious as 
transactions are taking time to close with due diligence remaining a key focus 

• Valuation multiples are returning to the historical levels seen between 2002-6, but are not at the historic levels 
of 2007 

• Visibility of future profit and cashflow is helping buyer and seller reach agreement on a fair value for the 
business 

• Business owners continue to age and consider their options for liquidity. 

In conclusion, if our experience is the barometer for the Canadian mid-market M&A space, then the pendulum is 
continuing its swing back to a more normal marketplace and transactions are once again getting closed. 

 
 

SELECTED TRANSACTIONS IN 2010 
CIBC Mid-Market Investment Banking has remained active in closing transactions in the first half of 2010. 
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This article is provided for informational purposes only and does not constitute advice (financial, legal, accounting, tax or otherwise), nor should it be 
considered predictive of any future economic or market performance. The information and statistical data contained in this article, and used as a basis for 
the opinions reached in this article, have been obtained from sources we believe to be reliable, but we do not represent that they are accurate or 
complete, and should not be relied on as such.  All opinions and data in this article are subject to change without notice. 
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