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Macro-economic indicators: Canada

Over Q2 of 2017, several of Canada’s broad indicators have yielded 
mostly positive results, pointing to a relatively strong economic 
environment that bodes well for businesses, as well as M&A activity. 

XX In the first half of July, the Bank of Canada raised its policy 
interest rate by 25 basis points to 0.75%, the first increase in 
seven years. The U.S. Federal Reserve also raised interest rates 
again by 25 basis points in June to 1.00%-1.25%, following 
similar increases in March 2017 and December 2016. 

XX Expectations for real Gross Domestic Product (real GDP) growth 
in Canada for 2017 have been increased to 2.8% according to 
the Bank of Canada’s most recent Monetary Policy Report, up 
from the 2.5% forecast published in April. 

XX The S&P/TSX Composite Index declined to 15,182.19 by the end 
of the second quarter of 2017, a 2.4% decrease since the close 
of Q1 2017. 

XX In the month of June, the Canadian economy added 45,000 net 
jobs. This increase capped off a strong string of job gains in the 
quarter with 55,000 in May and 3,200 in April. 

XX The Canadian dollar closed at 0.7520 USD at the end of Q2, 
representing a 0.64% increase from the previous quarter. 

Considered together, it appears that Canada’s economic outlook is 
relatively favourable for the year ahead. 

Understanding Transaction Alternatives

After building a company for years—or maybe decades—business 
owners will begin to think about monetizing the equity value 
they have built. While opportunities may have been presented, 
such as being approached by a competitor regarding a sale or a 
management buy-out (MBO), there are multiple options available 
in today’s market. 

The three options most commonly considered by owner-oper-
ators include: i) passing the business to a younger generation 
(perhaps completing an estate freeze for tax purposes), ii) an MBO, 
or iii) selling to a strategic buyer (i.e. an operator in the same or 
adjacent industry). The first two options may be scuttled by a 
lack of children or management team that are willing and able to 
participate, and the third option may present commercial, cultural, 
or other challenges that make it too risky or impractical. 

In the past few decades, a growing number of alternative exit 
strategies and liquidity options have emerged through the evolution 
and differentiation of various capital providers such as private 
equity (PE) firms and alternative financing providers. Understanding 
the various opportunities available can be a daunting undertaking, 
but an important step to ensure that all options are considered. 
Here is an overview of some of these options:

Traditional Private Equity: PE firms typically need an owner to 
stay with the business for a post-transaction period, but the length 
of this period can vary widely. Some firms and circumstances 
require an owner to remain involved for a transition period, while 
other firms require an owner to remain involved and invested 
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much longer, and exit together with the PE fund years later. 
This tactic aligns the interest of both shareholders and provides 
an opportunity for sellers to benefit from company growth 
achieved after the initial transaction. Mid-market PE firms 
predominantly prefer to make majority investments as this 
provides them with control of the business. However, depending 
on the size of the business and goals of the seller, some firms 
may be open to considering a minority investment. 

Family Office: Family offices in the arena of private equity are 
asset management firms that have a mandate to invest the 
wealth of one or a small group of high net worth families by 
acquiring operating companies. Certain family offices consider 
private investments as a means to achieve diversification, and 
potentially higher return profiles. Family offices often have a 
more flexible investment mandate than traditional PE funds in 
terms of size and structure given how close the decision makers 
are to the investors.  

Search Funds: Search funds are investment vehicles that 
provide seasoned professionals with the opportunity to raise 
capital from private investors for the purpose of purchasing and 
operating a business. Unlike a PE investment firm, search funds 
typically look for only one business to acquire and operate at a 
time. Transaction structures, management transition timelines, 
and preferred investment holding periods can vary widely, but 
search funds may offer an interesting exit alternative.

Dividend Recapitalization: While not an exit option, a 
dividend recapitalization may provide an owner with liquidity 
and asset diversification.  Dividend recapitalizations are 
accomplished by taking on a conservative amount of debt. 
The debt raised is used to pay out a dividend to the business’ 
owners, and the future cash flows of the business are used to 
repay the loan. The approach allows owners to pull cash out of 
the business without giving up ownership control, and can be an 
effective means of capital diversification in advance of an exit at 
a later stage.

The universe of financial buyers and lenders is large and 
diverse. PE firms vary in terms of industry focus, deal structure, 
preferred holding period, deal type (e.g. minority, majority, or 
100% buyout), valuation range, and other factors. This diversity 
can make finding the right option an intimidating venture, but it 
also means that finding just the right fit is increasingly possible. 

The options listed above highlight a few of the many possibilities 
that exist when it comes to retirement planning or the sale of 
a business. Whether retirement is approaching quickly or still 
many years away, BDO’s team can help owners consider all 
available options in areas such as succession planning, mergers & 
acquisitions, tax planning, wealth management.

Canadian Manufacturing M&A Activity

An overview of M&A activity within the Canadian 
manufacturing sector is included below. Canadian 
manufacturing transaction data includes completed and 
announced transactions under the manufacturing standard 
industry classification (“SIC”) codes, 20-39. From this initial 
database, BDO removed certain broad manufacturing 
verticals including food and beverage, pharmaceuticals and 
biotechnology (with the exception of healthcare equipment and 
tool manufacturing), and natural resources.

Within the relevant data set, a total of 23 manufacturing deals 
were completed or announced in Q2 2017. Select deals have 
been highlighted below:

NOVADAQ Technologies Inc. (NASDAQ:NVDQ; TSX:NDQ) 
was acquired by Stryker Corporation (NYSE:SYK) on June 
19, 2017 for approximately $926 million CAD. NOVADAQ 
Technologies develops, manufactures, and markets fluorescence 
imaging solutions for minimally invasive and open surgeries. 
NOVADAQ was founded in 2000 and is based out of 
Mississauga, ON. Stryker manufactures a wide range of medical 
technology and is headquartered out of Kalamazoo, MI.

Carlson Engineered Composites Inc. was acquired by 
New Flyer Industries Inc. (TSX:NFI) on June 1, 2017 for 
approximately $18 million CAD. Carlson Engineered 
Composites Inc. manufactures and supplies fiberglass 
components to original equipment manufacturers of 
agricultural equipment, recreational vehicles, automotive, 
transportation, and food processing equipment. The company 
was founded in 1985 and is based out of Winnipeg, MB. 

Macro Plastics, Inc. was acquired by IPL Inc. on May 23, 
2017 for approximately $203 million CAD. Macro Plastics, 
Inc. designs and manufactures returnable and reusable plastic 
containers for various industries in the US and internationally. 
Macro Plastics is based out of Fairfield, CA. IPL manufactures 
plastic products for industrial and agri-food markets in North 
America, and is based out of Saint-Damien, QC.

Padinox Inc. was acquired by Canadian Tire Corporation, 
Limited (TSX:CTC) on May 10, 2017 for an undisclosed 
amount. Padinox owns the Canadian rights to Paderno, 
a kitchenware brand. Separately, the manufacturing and 
wholesale distribution operations of Padinox will be sold to 
Meyer Canada. Padinox was founded in 1979 and is based out of 
Winslow, PEI. 

Lumenpulse Group (TSX:LMP) was acquired by 10191051 
Canada Inc., a subsidiary of Power Corporation of Canada 
(TSX:POW) on April 27, 2017 for $550 million CAD. Lumenpulse 
Group designs, develops, manufactures, and sells lighting 
solutions for commercial, institutional, and urban environments 
in North America and the United Kingdom. Lumenpulse was 
founded in 2006 and is based out of Montreal, QC.
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Note: The above deal activity charts present deals involving 
Canadian targets, Canadian buyers, or both Canadian target and 
Canadian buyer.

Source: S&P Capital IQ
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