Deal Drivers: Canada
A spotlight on mergers and
acquisitions trends in Q1 2020

Canadian dealmaking drops as
coronavirus crisis takes hold

And while overall deal value registered a significant drop, Q1 2020
registered five US$1bn-plus deals, compared to only three in the
same quarter the year before.

Datasite for
Restructuring
and Bankruptcy

Canada M&A activity

The Northview deal, announced on February 20, is still pending
regulatory approvals, as are 38% of all deals announced in Q1.
These 44 pending deals account for 62% of all value for the
quarter. With the coronavirus outbreak only reaching a critical
level in Canada in March, it is likely that a greater number of
announced deals than usual could be pulled or delayed.
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Deal Value

M&A deals targeting Canadian firms came to a total value of
US$14.3bn in Q1 2020, a 39% drop compared to Q1 2019. Deal
volume similarly dropped by 35% to only 115 transactions. Much
of this decline in deal activity was due to a retreat by corporate
acquirers while private equity remained active. PE activity more
than doubled compared to the year before to make up 70%
of overall M&A deal value for Q1 2020 – a substantially larger
proportion of total deal value than in Q1 2019, when PE activity
was responsible for only 17% of deal value.

The largest deal of the quarter was a domestic real estate deal
– the takeover of REIT Northview Apartment by a consortium
comprising Starlight and KingSett, two Canadian real estate
investment groups, for US$3.7bn.

Deal Volume

The global pandemic has had a deeply negative effect on
economies around the world, Canada being no exception. The IMF
has projected that Canada’s real GDP would fall by 6.2% in 2020,
in line with the organization’s expectations for the G7. However,
with high levels of household debt and a natural resourcesdependent economy, the road to recovery for Canada could be
tougher than other advanced economies.
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Industrials & chemicals take top spot

The industrials & chemicals sector took up the largest portion
of deal value of any sector, with a quarterly total of US$3.7bn
– well above the US$683m total achieved by the sector in
Q1 2019. Much of this was thanks to the US$2bn sale of salt
producer Kissner to US-based industrial holding company
Stone Canyon Industries.
While the Kissner deal was the only US$1 billion-plus
transaction in the sector over the quarter, there were several
other substantial deals in the sector, including a US$591m
transaction which saw Bombardier exit from Airbus Canada
Limited Partnership, a joint venture which makes the narrowbodied medium-range A220 aircraft (formerly known as
the Bombardier CSeries). Bombardier sold its remaining
34% stake in the business to partners Airbus, which now
owns 75% of the business, and the government of Quebec,
which holds the remaining 25%. The Quebec government
had received an equity stake in the business in 2016 after a
US$1bn bailout. Airbus joined the partnership a year later,
investing US$2.6bn for a 50.01% stake. The latest deal was
announced in mid-February, before lockdown measures
came into effect in Canada.
The biggest sector by volume was TMT, with 26 deals
registered, although this was still a 13% drop on the same
quarter in 2019. The largest deal in this sector was the
US$2bn sale of Xplornet, a provider of broadband internet
to rural areas, to US-based middle market infrastructure
investor Stonepeak Infrastructure Partners. Although the
transaction was announced in February, before social
distancing measures were enacted, the deal could set a
template for the kind of defensive dealmaking that might
prove prudent in a downturn, especially as consumers
increasingly turn to digital communications and services
during the lockdown.

Canada top sectors by value I Q1 2020
USD (m)

Industrials & Chemicals
Real Estate
Energy, Mining & Utilities
TMT
Consumer

3,695
3,653
2,672
2,284
1,230

Canada top sectors by volume I Q1 2020
Deal Count

TMT
Industrials & Chemicals
Business Services
Energy, Mining & Utilities
Pharma, Medical & Biotech

26
21
13
12
12

Canada top bidders by value I Q1 2020
USD (m)

Canada
USA
United Kingdom
France
Portugal

6,726
5,476
698
633
186

Canada top bidders by volume I Q1 2020
Deal Count

Canada
USA
Japan
France
United Kingdom

62
34
3
3
2
3

PE activity takes center stage

PE activity in Canada stayed strong through Q1, even as corporate
buyers shied away from striking deals. Total value for PE activity
more than doubled to US$10bn compared to the first quarter in
2019, although volume fell 11% to 31 transactions. In fact, the top
four deals of the quarter were all PE-related.
Exit activity rose by 300% compared to the year before, to a
total of US$6bn, while volume was up 13% over that period. The
Stone Canyon Industries/Kissner and the Stonepeak/Xplornet
transactions were tied for the largest PE exits and together take
up a majority of total exit value for the quarter.

Buyout value also increased by 168% to
US$6.6bn, although volume dropped 26% to
17 deals compared to Q1 2019. This increase
in value was boosted by the largest deal of the
year, Starlight and KingSett’s acquisition of
REIT Northview Apartment.
The dominance of PE activity in M&A markets could continue
in coming quarters as the crisis forces corporates to focus on
core business instead of dealmaking. PE, on the other hand,
still has record levels of dry powder at their disposal and could
take the opportunity to invest in distressed or struggling assets,
particularly in hard-hit industries like oil and gas, leisure, travel,
and hospitality. At the same time, a reduction in valuation
multiples could mean financial sponsors will be reluctant to sell
portfolio companies. A decrease in exit activity could therefore
be on the cards.

Slower recovery on the horizon

Even prior to the Covid-19 outbreak, Canada’s economy showed
weakness, with GDP growth sluggish at a rate of 1.6% in 2019,
according to the IMF – a far slower pace than its neighbor to the
south, which grew at 2.3% over the same period.
The Canadian economy is set to face a particularly difficult
recovery from the coronavirus crisis, given its dependence on the
oil industry. Last year, the oil and gas sector accounted for 20%
of Canada’s exports. With crude prices at all-time lows, the global
oil industry is in turmoil, and Canada’s oil producers are in an
especially vulnerable situation (see Sector Watch for more details).
Canada also faces the challenge of a high household debt ratio.
As of Q3 2019, household debt as a ratio to GDP was 102%, the
highest in the G7.
Like many governments around the world, the Canadian federal
and provincial governments have instituted a range of programs
to alleviate the economic impact of the lockdown. The Canada
Emergency Wage Subsidy (CEWS), for example, covers up
to 75% of employees’ wages. The federal government is also
working with banks to guarantee loans for small and mediumsize enterprises (SMEs). According to audit firm RSM, however,
the total government economic stimulus announced as of late
April is equivalent to 3% of GDP, compared to 10% in the US.

Canada top deals, Q1 2020

1
The takeover of
REIT Northview
Apartment by
Starlight and
KingSett was
the largest deal
of the quarter
and helped
ensure strong
total PE buyout
value

US$3.7bn

2
The sale of
salt producer
Kissner helped
ensure that
the industrials
& chemicals
sector took
up the largest
portion of deal
value of any
sector

US$2bn

3
The sale of
Xplornet,
which provides
broadband
internet to rural
communities,
could provide
a template for
defensive M&A
in a recession

US$2bn

Economic recovery will likely take longer in Canada than the
US, and it is likely that M&A activity in the country could remain
subdued for longer, too. Although some corporate activity in
the hardest hit sectors is unavoidable, these will likely be for
survival as a wave of restructurings and bankruptcies crash over
the sector.
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Sector Watch:
Energy, mining and utilities
Canada EMU M&A activity, 2017-Q1 2020
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Deal Value

This freefall in the crude prices could send a wave of
consolidation through the industry as Canada’s oil and gas
firms fight for survival.

The largest transaction in the sector so far this year – the
Alberta government’s injection of US$1.1bn into TC Energy
(formerly TransCanada)’s Keystone XL Pipeline project –
reflects the current state of emergency. The planned pipeline
was originally announced over a decade ago and was meant
to carry crude from the oil sands of Alberta to US markets
but has faced delays over the years partly due to protests
by environmental activists and Indigenous groups. TC had
put construction of the pipeline on hold, but Alberta premier
Jason Kenney’s commitment of an equity investment and an
additional US$4.2bn in credit guarantees in late March has
given the company the reassurance to restart construction on
the pipeline.

Deal Volume

M&A value in the energy, mining and utilities (EMU) sector,
traditionally the most dominant sector, dropped 84% compared
to the same quarter the year before, to a total of US$2.7bn.
Volume fell 37% to only 12 deals – the lowest quarterly total of
the past five years – unsurprising given the historic crash in oil
prices as a result of both the collapse in demand and a spike
in supply due to a price war between Saudi Arabia and Russia.
The TSX Oil and Gas EW Index, which tracks oil and gas stocks,
dropped below 80 in March, less than half of where it was
trading a month before.
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From bad to worse

The oil and gas sector in Canada had already been under
considerable strain in the years after the oil price crash of 2014.
The coronavirus crisis has only heightened these challenges.
Canadian crude has historically traded at a discount to US
crude, partly because Canadian oil firms in the Alberta oil sands
had less access to means of transportation or storage for their
product than their US peers – an issue the Keystone XL pipeline
was meant to address. With storage facilities in the US now
reaching capacity, this will pose an even greater challenge.
The extent of the crisis is such that many oil and gas
companies, especially small and mid-size operators, could be
forced to turn to M&A for survival.
So far only one small oil producer, Delphi Energy, has filed for
bankruptcy after failing to find alternative funding or a buyer,
but it is unlikely to be the last. Management at the firm have
stated their intention to continue to search for a buyer during its
restructuring process.

Top Canada EMU deals, Q1 2020

US$1,100m
Target Company
TransCanada
Corporation
(Keystone XL
Pipeline project)
Bidder Company
Government of
Alberta

US$698m
Target Company
SEMAFO Inc.
Bidder Company
Endeavour Mining
Corporation

Although much of the industry will likely continue in this
vein, hoping for a rescue through M&A, there will likely be
limited options. PE and infra funds, turnaround-focused ones
especially, could provide some relief, although even then,
restructuring processes could be painful.
The survival of the industry is at stake and much depends
on government policy. The Alberta government, which has
previously opposed government intervention into the private
oil market, has already shown flexibility by lending a hand to
TC Energy’s pipeline construction efforts. Whether it will take
further action remains to be seen.

Gold is a bright spot

The one glittering prize in Canada’s natural resources industry
is gold. As investors retreat from falling stock prices, gold’s
popularity as an asset has once again soared, reaching
US$1,600 an ounce for the first time since 2013.
The second largest EMU deal of the quarter in Canada was for
a gold miner. UK-based Endeavour announced the US$698bn
acquisition of Montreal-based, West Africa-focused gold miner
SEMAFO on March 23.

US$497m
Target Company
Innergex
Renewable Energy
Inc. (19.9% Stake)
Bidder Company
Hydro Quebec
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