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Mergermarket: One of the most significant cross-border  

deals in recent memory involving a Canadian buyer was 

announced in September – Enbridge’s US$42.8bn acquisition 

of Spectra Energy, which creates a massive North American 

pipeline player. This followed TransCanada’s US$13bn 

purchase of Columbia Pipeline in March. With commodities 

prices relatively low, do you expect more consolidation 

involving Canadian firms to create companies with larger 

scale and diversity to compete in North America? If so,  

what sorts of other deals make the most sense, and could 

antitrust be an issue?

K. Fukada, Citi: We do expect to see further consolidation  

in North America in both the midstream and upstream 

space. The investor base is increasingly focused on size and 

high graded portfolios as a way to combat the challenging 

environment in commodity prices. I think we’ll see some  

of the weaker players being acquired by some of the larger 

companies, as well as smaller players merging with each  

other to acquire scale.

At the same time, we believe there will be a crude price 

recovery over the course of 2017 and 2018, and if that  

comes to fruition, it will change the dynamic for North 

America energy companies. In the near term, despite  

the modest run-up in the oil price, there remains a lot  
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of uncertainty in the demand-supply equation. The deal  

to cut production between OPEC and other non-OPEC 

countries such as Russia will be an evolving situation over 

the next few months. In the near term, I believe there will 

still be some skepticism from the market about adherence  

to production cuts. There will be enforcement issues and 

other near-term difficulties, not to mention new production 

coming on stream in North America.

As for the possibility of antitrust issues, when you’re talking 

about similar companies consolidating, you absolutely have  

to think about Competition Act issues and antitrust in the  

U.S. Relatively clean mergers are difficult to find, particularly 

when you do sizable transactions in which the various 

portfolios overlap. 

C. Hoskins, Norton Rose Fulbright: The low commodity price 

environment is certainly lasting longer than anyone had 

expected a year or two ago, when we first hit the big crash.  

As it continues to extend out, companies are facing a lot  

of pressure to find solutions which are transactional in nature. 

The sector is looking for ways to create more efficiencies, 

including by cleaning up balance sheets. This applies to 

upstream companies, E&P companies, and even midstream 

players, who aren’t as directly affected by the commodity  

price environment but are still impacted to an extent.

I will say that a year-and-a-half ago, most commentators  

were expecting that M&A activity would pick up as a result 

of low commodity prices, and yet it hasn’t really happened 

the way people predicted. However, given what we hear from 

people we work with, we expect 2017 to be more active in that 

area, including more transactions of significant scale. A lot of 

the balance sheet crises and bank debt financing pressures 

continue. One remaining barrier to deals is the uncertainty in 

oil prices, which has caused the bid-ask spread to be quite wide.

Antitrust is indeed a significant regulatory challenge for 

these large transactions. We saw that in Canadian Pacific 

Railway’s bid to acquire Norfolk Southern earlier this year, 

for example. And when you talk about Canada-U.S. cross-

border deals in which an American player is the target, you 

also have to consider U.S. national security issues. It’s not just 

Canada-U.S. – it’s any inbound investment to the U.S. with the 

Committe on Foreign Investment in the United States (CFIUS) 

approval process. Even the Nexen-Cnooc deal in 2012, which 

was the last mega-deal in the Canadian energy industry, had to 

maneuver through national security issues because of Gulf of 

Mexico offshore leases that were in proximity to U.S. military 

installations, according to media reports at the time. This is 

something we always keep in mind when advising clients.

G. Pigeon, KPMG: One of the main issues facing some Canadian 

producers and operators is distribution – gaining access to 

pipelines and other distribution mechanisms is critical as the 

market becomes more global. The two major pipeline deals this 

year also helped the Canadian acquirers improve their balance 

in terms of distribution exposure, which is important in the oil  

& gas business.

I’ll also mention some of the trends in the mining industry, 

since commodity prices play a role there as well. In mining, 

the sector hadn’t been through a period of low prices for quite 

a while until two or three years ago. And many operators, 

especially those who were highly leveraged, undertook some 

mergers or disposals to try to pay down some of the loans 

they had. The price downturn also impacted the companies 

that had high operating costs relative to others. They began 

to do anything necessary to allow them to cut costs, repay 

debt, or to better manage their debt.

Canadian cross-border M&A, 2012 - YTD 2016
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So we expect there will be transactions in the mining space,  

but they will be very strategic. We expect them to consist 

more of partnerships and acquisitions of minority stakes in 

companies. We would expect the same in the energy sector, 

where the high-cost operators have been exiting the market. 

The ones that have been leveraged are restructuring their  

debt, merging or selling off assets. And the ones that remain 

are those with more flexible cost structures or less debt.

Mergermarket: The flow of deals by Canadian financial 

institutions for U.S. banks, insurers and wealth management 

firms has continued in 2016. What are the main drivers of this 

trend? Also, do Canadian companies face difficulties in managing 

the U.S. regulatory environment when buying U.S. financial firms?

G. Pigeon, KPMG: One of the main factors is that Canada has 

been experiencing slower growth recently, and as a result, 

there is a willingness and a need to find new markets in order 

to sustain the growth expectations of shareholders. That being 

said, Canadian acquirers are usually looking at very specific 

types of assets. They will not buy things just to buy – they 

have a rationale behind the deals, and they go to great lengths 

explaining the rationale for each transaction. Some financial 

services companies have been acquiring what I’ll call platforms 

in the U.S., where they may not have had a significant presence 

before. Or, they may acquire a platform in a new product or 

service that’s complementary to their existing operations. Many 

Canadian firms are also seeing the need and opportunity to 

better serve their cross-border clients, especially in the mid-

market sector. Having the capability to serve both Canadian and 

U.S. clients is very useful in the current market environment.

In terms of the U.S. regulatory environment, I wouldn’t say  

that it’s much different than for domestic U.S. financial services 

deals. Canadian institutions certainly take the regulatory 

framework very seriously, and I suppose that’s not surprising. 

Canada fared better than many places in the financial crisis of 

2008-9, and it’s important for the Canadian regulator that it 

maintains that positive view of Canadian financial institutions. 

Companies engage with regulators on both sides of the 

border when doing transactions to make sure that their home 

regulator and the U.S. regulator understand what they’re doing, 

why they’re doing it and the benefits to it.

K. Fukada, Citi: I agree with Georges – one of the main issues 

for Canadian institutions is just an overall saturation of 

the market. Canadian banks have really significant market 

share in various product lines, and their opportunities to 

grow organically in Canada are relatively limited at this point. 

A population of our size requires a finite amount of financial 

services, and the competition among large banks in Canada  

Canadian inbound deal value in top 5 sectors, YTD 2016
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is high. So as the trajectory for organic growth tempers,  

I think the focus has moved toward other areas and 

opportunities for growth outside Canada.

This is especially true of opportunities in the U.S., where 

economic growth and recovery look a bit more robust than  

in Canada, given how commodity-focused our economy is.  

The U.S. has a more diverse economy and is seeing reasonable 

growth in a number of sectors. Given this dynamic, to me it 

seems natural that Canadian financial institutions would look 

south of the border for opportunities.

Mergermarket: On the inbound side, Chinese strategics  

are becoming increasingly active buyers of Canadian  

assets, especially in the energy sector. What in particular  

is attractive to Asian acquirers about Canadian targets? 

And what sorts of challenges do Asian acquirers face in 

entering the Canadian market?

C. Hoskins, Norton Rose Fulbright: I think what’s attractive about 

our market to Asian investors is stability – both political and 

economic – as well as a fairly attractive base of assets, especially 

in the commodity-based industries. Many of those assets are quite 

suppressed in price because of the general economic climate.

One interesting thing about Chinese M&A interest is that  

it is shifting from mostly state-owned enterprises to more 

private companies. From 2005 to 2012, there was a huge influx 

of Chinese investment, led by state companies, investment 

corporations, and sovereign wealth funds. They poured tens  

of billions of dollars into Canadian assets. But the performance 

of those assets has not been as stellar as they were anticipating 

in a lot of cases, even though I think that’s largely been for 

macroeconomic reasons. In certain cases, this has caused some  

re-thinking about future investment plans in Canada.

What we’re seeing now is an increase in private sector investment 

out of China, especially from Hong Kong-listed companies that 

are indirectly Chinese businesses. You can see a little bit of that 

in Chinese financial institutions making deals, such as insurance 

companies coming into the real estate and resource sectors in 

Canada. That broader mix of investment coming out of China  

will probably pick up over the next 12 months.

 

 

K. Fukada, Citi: 

I think one of the main 

reasons for increased cross-

border interest from China has to do 

with the country’s growth trajectory, which 

is starting to taper. As a result, Chinese companies 

that previously had focused almost exclusively on domestic 

growth opportunities – both organic and through M&A – have 

now realized that they need to diversify outside the Asian 

market and in particular the Chinese domestic market. 

Anbang and its real estate strategy is a good example of 

that this year, as Craig mentioned. I should note that given 

new capital outflow restrictions for non-sector investments 

by Chinese companies, future deals above US$1bn will likely 

be more difficult. We continue to monitor this proposed new 

framework. Another factor is the effects of a lower Canadian 

dollar, more favorable commodity prices and other dynamics 

that make utilizing the Chinese currency attractive for 

acquisitions in the near term.

On the energy side specifically, I don’t think we’re going  

to see a lot of large Chinese state-owned enterprises interested 

in making major purchases. Most of the larger Chinese 

transactions have already happened. What you are seeing,  

as Craig alluded to, is smaller Chinese private companies 

looking to opportunistically acquire targets in the energy 

industry internationally, which we saw throughout the course 

of late 2015 and early 2016. Geo-Jade’s US$490m acquisition 

of Bankers Petroleum in March is a good example of that.  

Then there are some other smaller Asian transactions, in which 

smaller entities are looking to diversify their exposure through 

Canadian energy assets.

“...as the opportunity for organic 
growth is more limited, I believe the 
focus has moved toward other
areas and opportunities for growth 
outside Canada.”  
Kasey Fukada, Citi
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G. Pigeon, KPMG: There has indeed been a lot of interest in the 

Canadian energy sector on the part of Asian buyers, especially  

by the Chinese and to a lesser extent from Indian acquirers. 

At the same time, as Craig noted, some buyers have had 

experiences over the last few years that may not have fulfilled 

their expectations. With the Canadian government instituting new 

rules surrounding foreign investment into Canada and subjecting 

deals to review, this may also have an impact on transactions, 

especially when it comes to state-owned Chinese companies. 

They have arguably been targeted more with these regulations.

That being said, there continues to be interest from Asian 

acquirers. We’re seeing more interest from Japanese companies 

over the last couple of years in certain sectors, including 

commercial, industrial, and residential real estate. Chinese 

acquirers are also looking beyond energy and minerals and 

increasingly taking interest in manufacturing, consumer goods, 

and other industries that may not be what they looked for in the 

past. One aspect of those acquisitions seems to be a desire on 

their part to learn about Western technology and processes. They 

can then take those operating procedures and safety protocols 

and take them back to bring their operations up to Western levels.

Mergermarket: Again on the inbound side, an EY report in 

February found that 56% of Canadian companies are planning 

to divest within the next two years – above the global average 

of 49%. Heading into the end of the year, do you still believe 

this is the case? Which sectors are looking to divest and why? 

And for those companies that are looking to divest, how can 

they make themselves more attractive to foreign buyers?

K. Fukada, Citi: On the energy side, we’re seeing a steady flow  

of non-core divestitures by all players, large and small, and a 

number of companies raising equity. We see this trend continuing, 

given the challenges these companies face. This trend is probably 

more pronounced in the U.S., where companies in the energy 

sector on the upstream side are generally more levered. With 

continued lower commodity prices, many companies have needed 

to cut their debt levels, and so we are seeing a reasonable 

amount of activity there, particularly on the equity side. Across 

commodity-related sectors in Canada, I think you’ll see some 

divestments by companies as they look to shed non-performing or 

lower-performing assets in order to use those proceeds to focus 

on their core assets. Obviously, if you have a more concentrated 

higher-quality portfolio, you have an ability to lower your general 

and administrative costs, which is vital in the current environment.

C. Hoskins, Norton Rose Fulbright: There’s no doubt that the 

energy industry continues to be under an enormous amount 

of pressure to clean up balance sheets, deal with debt, and find 

ways to increase profitability. Oil and gas companies have seen 

continuing pressure on their balance sheets, and solutions  

Deal Sector Value Announcement Date

1 Target: Rexall Health 
Buyer: McKesson (U.S.) Pharma, Medical & Biotech US$2.2bn March 2

2
Target: Rona  
Buyer: Lowe’s (U.S.) Consumer US$2.1bn February 3

3

Target: Husky Energy (midstread assets in the 
Lloydminster region - 65% stake)  
Buyers: Cheung Kong Infrastructure Holdings,  
Power Assets Holdings (Hong Kong)

Energy, Mining & Utilities US$1.3bn April 25

4 Target: Trader Corporation 
Buyer: Thoma Bravo (U.S.) Technology US$1.2bn July 1

5
Target: Capstone Infrastructure Corp.  
Buyer: Irving Infrastructure Corp. (U.K.) Energy, Mining & Utilities US$1.2bn January 20

Top 5 inbound Canadian M&A deals by value, YTD 2016 (as of Nov. 1)
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to that pressure involve cutting costs. Energy companies are 

actually very good at doing that – but at this point, that strategy  

is pretty well exhausted. Strategic asset sales and outright corporate 

sales are the other ways to deal with the challenges. On that front, 

we continue to see that wide bid-ask spread causing problems.

I can tell you that there are a lot of ongoing discussions 

between significant investors, both strategic and financial,  

who are looking for opportunities to do deals in Canada’s 

oil and gas industry. Based on historical experience, a 

disproportionate number of those have stalled because, 

although there is a lot of logic to them, coming up with a sale 

price in this environment continues to be challenging.

Beyond commodity prices, we also face some other elements  

of uncertainty in Canada, including approval of pipeline projects 

and incoming climate change regulations around pricing carbon. 

These issues are creating a good deal of uncertainty.

G. Pigeon, KPMG: I agree that there continue to be opportunities 

for Canadian businesses to sell off either assets or entire entities.  

A corporation may wish to sell some of its assets or divisions if 

they are deemed non-core or if they can get a good price for them. 

But have we seen a major up-tick? Nothing out of the ordinary.

In terms of selling entire businesses, especially in the middle 

market, there certainly is a major issue around succession 

planning in Canada, just as there is in the U.S. The population 

is aging quickly and has been for the last 15-20 years. People 

keep saying there will be a big wave of sales coming, because 

entrepreneurs are getting older and older, but we have yet to 

see that tsunami hit Canada. That being said, there are sales 

of businesses, including an interest by American buyers – both 

corporate and private equity – coming to Canada, where they 

find some really valuable companies. They’re coming in with a 

very strong dollar, which we haven’t seen in the last 10 years, 

and using it to their advantage. They’re willing to offer very good 

valuations in the small-and-medium-size enterprise space. What 

we’re seeing and hearing from various players, especially on the 

private equity front, is that the market in the U.S. is rich and they 

see Canada as more affordable right now. Some of those can be 

platforms or they can be a bolt-on to their existing portfolio.

Mergermarket: As we head toward the end of the year, the 

geopolitical climate is as uncertain as it’s been for a long time 

– the Brexit vote, the U.S. election and the continued unrest 

in the Middle East are causing intense global instability. What 

do you feel the likely impact of these will be on Canadian 

cross-border M&A? And where do you feel the opportunities 

lie both for short-term and long-term investors?

K. Fukada, Citi: Social unrest and the rise of less stable governments 

certainly have the potential to cause dislocations in global markets, 

as well as interruptions of crude oil production in parts of the world. 

Top 5 outbound Canadian M&A deals by value, YTD 2016 (as of Nov. 1)

Deal Sector Value Announcement Date

1 Target: Spectra Energy (U.S.) 
Buyer: Enbridge Energy, Mining & Utilities US$42.8bn September 6

2 Target: Columbia Pipeline Group (U.S.) 
Buyer: TransCanada

Energy, Mining & Utilities US$13bn March 17

3 Target: ITC Holdings (U.S.) 
Buyers: Fortis

Energy, Mining & Utilities US$11.1bn February 9

4
Target: Asciano (Australia) 
Buyer: Consortium led by Canada Pension Plan 
Investment Board (CPPIB)

Transportation US$9.4bn March 15

5 Target: Waste Connections (U.S.) 
Buyer: Progressive Waste Solutions

Industrials & Chemicals US$7.8bn January 19
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That could lead to spiking of commodity prices. But it’s hard to 

calculate precisely what kind of impact there could be. In any case, 

our commodity research group believes that some of the potential 

for global unrest may not be priced into the oil price at present.

The Brexit vote, on the other hand, may actually be helpful to 

Canada, since it could strengthen Canada’s trading relationship 

with the U.K. At the same time, there will be volatility for some 

companies headquartered in the U.K., so it’s difficult to say exactly 

whether it’s a net positive for Canada or a negative. I think that is 

yet to be determined. On the U.S. side of things, the uncertainty 

surrounding the Trump presidency and its impact on NAFTA and 

energy policy are definite areas to watch. We remain somewhat 

troubled by the pipeline regulatory process and generally the 

opposition to the Canadian energy sector by NGOs and other 

groups. But overall, U.S.-Canada relations are positive, and we 

expect to see continued steady progress in the U.S. economic 

recovery, which is a net positive to Canada.

C. Hoskins, Norton Rose Fulbright: In general, uncertainty  

is the enemy of dealmaking, except for transactions that take 

advantage of market dislocations. So I do think that some of 

the global geopolitical climate you’re referring to has put a 

bit of a damper on the M&A space. The overall environment of 

uncertainty doesn’t encourage decision-makers to make moves. 

I do a lot of work with Chinese investors in commodity-based 

industries, and the corruption probes and upheaval in the 

Chinese political and economic system are another contributing 

factor to this global uneasiness. We did finally see the Canada-

EU trade deal get signed, but there were major hiccups  

in its approval process. So that’s just another indicator of the 

uncertainty in the global trade and M&A environment.

G. Pigeon, KPMG: If we look at Brexit, obviously it affects both 

Britain and the EU, and Canada does a fair amount of trade with 

the EU. But there’s not an over-reliance on that trade, so we’re 

not viewing this as a major risk factor. If anything, it could result 

in investment opportunities, as Kasey pointed out. We have a 

number of pension plans in Canada who are big acquirers, and 

to them the interest is more in long-term opportunities than in 

the short window. To the extent that they see properly valued 

opportunities with good prospects, it would not stop them, 

because they really look at the long term. In terms of strategic 

or corporate M&A in Canada, if they have an opportunity to buy an 

asset at a reasonable valuation, Brexit would not stop them.

As for the U.S. election, over the years U.S. elections have not been  

a deciding factor in the level of trade. It’s usually been centered more 

around the exchange rate. What companies look for is stability in 

exchange rates – that’s what is important to Canadian buyers, along 

with understanding the playing field around rules and regulations 

in any sector, to allow them to make long-term decisions. We are 

hopeful that the regulatory environment will not face excessive 

upheaval as a new administration and Congress take office.


