
Total transaction volume decreased 20.2% in 2017 compared to 2016. 
In addition to the number of transactions decreasing in 2017, the average 
EV/EBITDA decreased as well by a lesser rate of 4% from 8.4x to 8.1x. 
The higher average price in 2016 was driven by a particularly strong third 
quarter and, despite the decrease in average multiple in 2017, prices still 
remain strong. Strong pricing and decreasing transaction volume indicate 
increasing competition and a seller’s market. While the Canadian dollar and 
the Bank of Canada benchmark interest rate are expected to continue to 
increase, it is expected to be a gradual increase which suggests valuations will 
remain strong while these market conditions prevail.
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Worldwide, 2017 set a record for the highest value of mergers and acquisitions in a calendar year driven predominantly by high-value deals. The increase in deal 
values did not trickle down to the North American mid-market as deal values slid by 18.4% in 2017 compared to 2016 despite both strong Canadian and American 
economies. The slowdown can be attributed to the year’s tumultuous events, including damaging effects of natural disasters, tax reform, and political and 
economic uncertainty. Last year was the most costly disaster year in U.S. history in the wake of California wildfires and Hurricanes Harvey, Irma, and Maria causing 
the nation to divert its attention to matters other than M&A. In addition, much of the United States and Canada awaited the release of promised tax reforms, 
which drove uncertainty for both businesses and individuals. However, the American tax reform was signed into law in the final quarter of 2017 and is expected to 
have a positive effect on U.S. and overall North American M&A activity moving forward into 2018. Finally, federal interest rates in both Canada and the United 
States were increased two and three times, respectively, in 2017. However, the increased rates represent a gradual process that did not have a significant effect on 
raising capital in the year. As a result of the still favourable lending conditions, many buyers had a surplus of cash on hand—driving increased competition in the 
M&A space and in parallel, driving strong valuations despite the decrease in volume.

PRIVATE EQUITY

The analysis above presents the last 10 quarters of Canadian and American mid-market merger and acquisition activity. Mid-market is defined in this 
analysis as transactions with enterprise values under $100 million CAD. The information for this analysis was obtained from Capital IQ’s transaction 
database on January 2, 2018 and is intended to represent overall trends as the information may not be 100% complete.

American investment in Canadian mid-market companies decreased 2.3% 
between Q3 2017 and Q4 2017 and decreased 0.2% annually between 
2016 and 2017. In addition to tax, regulatory, and political risks, the increase 
in the CAD/USD exchange rate to an average of $0.79 USD in the final 
quarter of 2017 contributed to the decrease in cross-border investment. 
Overall cross-border transactions including international investment 
increased 2.1% between 2016 and 2017. The increased investment was 
likely driven by a positive economic outlook in North America and through 
investors increasing their search for new markets. With the U.S. increasing 
protectionist and nationalist policies such as the renegotiation of NAFTA 
and the withdrawal from the Trans-Pacific Partnership, cross-border M&A 
may be a means to circumvent declining trade and facilitate further 
cross-border integration. As a result, additional selling opportunities may 
present themselves to Canadian businesses looking to sell.

NORTH AMERICAN OVERVIEW—PRICE VS. VOLUME
 Volume

— EV/EBITDA

TRANSACTION BY INDUSTRY
 Discretionary Healthcare
 Utilities
 Financials
 Consumer Staples
 Healthcare
 Telecommunication 

Services
 Industrials
 Energy
 Information Technology
 Consumer Discretionary

CROSS BORDER TRANSACTIONS
Purchaser : Target
 International : United States
 International : Canada
 Canada : United States
 United States : Canada
 Canada : Canada
 United States : United States

The table on the left presents the North American transaction volume by 
industry. The largest industry contributing to transaction volume in 2017 was 
consumer discretionary, which accounted for 20.1% of transactions compared 
to 21.1% in 2016. Consistent with 2016, the next largest contributors in 2017 
were materials and healthcare. With the price of crude oil averaging $54 USD 
in 2017, up from $43.30 USD in 2016, the industry seeing the largest year-
over-year increase in transaction volume was the energy sector. 
In 2016, the energy sector accounted for 8.8% of transactions and increased 
to 12% in 2017. Oil prices—along with energy industry transactions—are 
expected to continue to increase in 2018. All remaining industries remained 
consistent between 2016 and 2017 with no other changes greater than 1%. 
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Wealth diversification

For many private business owners, earnings not required for living 
expenses are reinvested back into the business, if not purposefully to 
support growth, then simply as a matter of course. Further, 84% of small- 
to medium-sized owner-managed businesses use personal financing to 
support their business, by far the greatest source of funding for businesses 
of this size. A large segment of mid-market business owners’ wealth is 
thus concentrated in one key asset—their company—and this type of 
wealth concentration is inherently risky. A business in healthy and stable 
condition may well provide the right opportunity to extract capital and 
reinvest in a more diversified portfolio. Timing is an important factor to 
manage, as business performance needs to be considered alongside capital 
markets conditions when making these types of decisions.

Retirement

Retirement is likely on many mid-market business owners’ minds and 
while a succession plan may be in place, the length of time between the 
decision to sell or transition their business and the first day of retirement 
is often misjudged. A typical sale process can take anywhere from eight to 
12 months, or longer, depending on a number of deal dynamics. Owners 
involved in day-to-day management are likely to be asked to remain 
available for a transition period, often ranging from six months to several 
years. Certain studies suggest that 61% of owner-managed companies 
do not achieve their expected financial performance one year after an 
ownership transition, which presents a significant risk to buyers. As a result, 
the ability to offer a flexible ownership transition period can have a direct 
impact on transaction value. Finally, the time required to implement tax or 
other planning structures can vary, which will have a direct impact on an 
owner’s retirement plan. In summary, if the sale of the company or business 
succession is part of an owner’s retirement plans, early planning is critical.

Business performance

Business performance has an obvious but crucial impact on the success 
and proceeds of a transaction, but it often isn’t a key determinant of 
a transaction’s timing. This is especially overlooked when historical 
performance has been strong, future prospects appear promising, and 
current lifestyle needs are likely being met. When the value of their 
company is at a high point, the cost to obtain financing is low, or the 
availability to extract and redeploy cash is at its peak, this period may 
represent a vital and overlooked decision point for many owners. Business 
owners ought to consider their company’s current stature and the 
resulting transaction possibilities, rather than allowing other factors to 
drive the timing and process of a transaction.

Growth Constraints

Businesses face growth constraints throughout their evolution. For small- 
to medium-sized businesses, these often take on one of three forms. First, 
administrative or time constraints are faced as an owner’s time is stretched, 
diverting his or her focus from strategic initiatives. Second, even the most 
talented entrepreneurs’ skill set has its limits; many owners find they’ve 
simply taken a business as far as they know how and would benefit from 
external advisors and additional experienced industry operators. Third, 
and perhaps most common, financial constraints restrict business owners 
that need to fund working capital or new capital expenditures required for 
growth. For constraints such as these, a strategic transaction may offer a 
compelling solution and understanding the alternatives is a first step.

Assessing your transaction alternatives can be made easier by working 
with an advisor, but perhaps you should first answer the question: has your 
business and personal situation reached an inflection point?

Inflection points that drive transactions
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Business owners make tough choices every day, but determining whether to sell, refinance, find new investors, sell a division, or acquire another business 
can be among the most challenging. Too often, conversations at these types of critical inflection points are put off in favour of concentrating on day-to-
day operations, with potentially long-term consequences. Understanding whether you’ve reached an inflection point can help to ensure that the strategic 
direction chosen is aligned with your objectives.
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