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The new normal: is the M&A Market emerging from 
quarantine?
When North America went into “lockdown” mode to flatten the curve of the spread of the COVID-19 virus, it had a dramatic 
effect on the M&A market. Most transactions came to a halt, at least temporarily, while management teams, lenders, and equity 
investors all tried to assess the short and longer-term impact of the virus. This was evidenced by an approximately 60% drop 
in M&A deal volumes in April, as compared to the same period a year earlier. Activity started to rebound slightly through the 
remainder of Q2 as buyers and sellers began to emerge from lockdown, with U.S. M&A transaction volume down 42% over the 
previous year, and Canadian M&A transactions down 28%. We experienced similar dynamics in our transactions, with 75% of 
active transactions being put on hold in March. Since that time, approximately half of those transactions on hold have re-started.
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The transactions completed in Q2 were largely well-advanced in the M&A process prior to the onset of the pandemic. Going into 
the second half of 2020, there remains a backlog of transactions at various stages of negotiation that have experienced slowed or 
halted progress as a result of the uncertainties. We expect these to continue to be completed as we move through the remainder of 
2020.

Overall market sentiment in the private company M&A market has improved significantly from March and April. Strategic 
buyers and Private Equity investors alike have emerged from a head down, value preservation mode to an openness to look 
at new opportunities, and creative approaches to deal process and structure provide new ways to get M&A deals done in this 
environment.

We expect that deal volumes will continue to rebound in H2 2020, although they are unlikely to reach historical levels in the 
near term. Activity will be driven by the continued churn through the pipeline of stalled transactions along with new deal activity 
primarily in targeted sectors. This trend is clearly on display when we look at North American Private Equity deal activity on a 
monthly basis in 2020 deal volumes bottomed out in April, and have experienced a steady rebound since.

North American Private Equity transactions

Source: Capital IQ.

Uncertainty surrounding the timing of the economic recovery coming out of COVID-19, the expiration of government assistance 
programs to business and the consumer, the impact of a second wave, border restrictions, and expected future performance of 
companies will continue to impact private company M&A volume in the near term. We expect the recovery to historical norms in 
terms of volume to take some time, as there will be a lag in closing newly marketed transactions coming out of the Q2 quarantine. 

That said, demographics underpin the Canadian private company M&A market, with the decision to transact often based more 
on personal circumstances than pure economic drivers. A CFIB survey completed in late 2018 indicated that 72% of business 
owners intended to exit their business over the next decade. So while the pandemic has had a short-term impact on the market, 
it has also created pent-up demand amongst private business owners seeking to exit when the timing is right. The good news for 
private business owners is that capital is available and a willingness to transact remains from Private Equity and strategic buyers 
for quality opportunities.

How has the pandemic impacted valuations?
So, what types of transactions are getting done and are valuations lower? The first thought of many business owners we speak to, 
is it must be only those desperate to sell that are still transacting in these uncertain times as buyers must be looking for bargains. 
In fact, that is not the case. Valuations for North American mid-market private company transactions remained consistent in Q2 
at an average of 7.4x TEV/EBITDA, and represent elevated metrics compared to historical levels. This suggests that the numbers 
reflect a survivorship bias in the short-term valuation observations; companies whose financial performance were less affected 
were more likely to continue on with a transaction already in progress. Those that were forced to shut down for extended periods 
or that have seen a negative impact have chosen to put a transaction on hold for the time being.
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Private company average TEV / EBITDA multiples – Last six quarters

Source: GF Data.

There will continue to be volatility in M&A valuations as the economic impact continues to evolve over time. Lender appetite for 
new transactions has been negatively impacted, both in terms of lower leverage levels and increased pricing, which will impact 
equity returns for investors, putting pressure on short term valuations. This, combined with uncertainty surrounding the economic 
recovery coming out of this pandemic, are expected to temper short term valuations.

North American leverage levels – Q1 and Q1 2020

Source: GF Data.

In our view, however; a window of opportunity exists for business owners whose companies have fared well over the past six 
months and are considering a liquidity event. Private equity remains very well funded, with approximately US$1 trillion in dry 
powder to deploy, and a relative dearth of high-quality new opportunities in the market. Thus, it is our belief competition will drive 
attractive values for well performing companies in the near term.

The “haves”, the “have-nots”, and the “rest”
The COVID-19 pandemic has not treated all sectors and companies equally. It has left devastation in its wake amongst the 
hardest hit sectors such as hospitality and travel, while it has created opportunities in other sectors such as telecom, technology, 
e-commerce and food processing. Companies in sectors that have been resilient through this period, and companies that have 
differentiated themselves through innovative strategies to pivot quickly in response to a rapidly changing environment will find 
themselves to be attractive targets to private capital in a time where there are less high quality opportunities available. There 
are several company specific attributes that have gained importance to buyers, some of which include supply chain security, 
technology enabled workforce and delivery of services, and the ability to scale operations quickly in response to changing 
conditions and regulations.
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M&A activity in Q2 relative to a year prior mirrored the thesis that more than ever, activity levels are sector specific based on 
the ability to thrive in a post-COVID environment. Sectors in the “haves” category such as telecom, food and healthcare have 
seen a significant increase in share in overall M&A activity, while on the opposite end of the spectrum, hospitality and travel have 
experienced a sharp decline in deal activity. We expect this trend to continue in the short to medium term, until the effects of the 
pandemic stabilize.

YoY change in sector volume as a % of total M&A - Q2 2020

Source: Capital IQ.

Where there’s a will, there’s a way: evolving deal process & structures
Perhaps the biggest impacts on the private company M&A environment have been on deal process and deal structures. Private 
capital investors, buyers, sellers and advisors have all been forced to get creative in order to get transactions completed, and on 
terms all parties are willing to accept in an environment of safety for employees, restricted movements and a closed Canada-U.S. 
border.

Deal process
Now, more than ever, properly preparing and positioning the financial results of a company are key to a successful deal process. 
Often, when we speak of valuations, we focus on the multiples of EBITDA being paid for businesses; however, equally or more 
important is what EBITDA the multiple is being applied to. The new M&A buzzword is “EBITDAC”, or Earnings before Interest, 
Depreciation, Amortization, and COVID Impact. There are many approaches for normalizing the impact of COVID when 
positioning a business as part of an M&A process, and it is important that the methodology makes sense in the context of the 
industry and the individual company performance and response. Working closely with an advisor in order to properly position the 
business and have a defendable rationale for any normalizations is key to delivering value in an M&A process.

In person management meetings and site tours have been an integral part of the traditional M&A process. Corporate travel 
restrictions and the closure of the U.S.-Canada border to non-essential travel have forced M&A professionals to continue to 
innovate the deal process. We have seen a number of private investors, particularly in the technology sector, get comfortable 
closing a transaction without in person management meetings, differentiating themselves in a competitive investment 
environment. In more traditional industries, virtual site tours and zoom management meetings have provided a useful stop-gap 
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solution until travel restrictions loosen. We have also seen buyers rely on local service providers for more technical due diligence, 
such as inventory counts, environmental audits, or appraisal activity. Again, being prepared and agile in order to adapt to quickly 
changing circumstances is an important key to successful transactions in today’s environment.

Deal structures
Transaction structures are really about sharing risk between buyer and seller in order to find deal terms that work for both sides. 
We are dealing with unprecedented times, and with that comes heightened awareness of risks by buyers in the M&A market. 
Finding ways to bridge the gap in terms of value and risk appetite of buyers and sellers is critically important to successful deals in 
such an environment.

We expect to see tools such as earn-outs, vendor equity roll-over, and vendor financing being used more often to share risks in 
transactions. We have seen earn-outs, or consideration contingent on future performance, increasingly used to bridge a gap in 
value expectations. In our experience, we have seen earn-outs increase as a percentage of the total deal value in recessionary 
economic times, such as the 2008/09 financial crisis, and expect this trend to repeat itself. In the case of private equity led 
transactions, vendor equity roll-over is also expected to increase as a percentage of transaction value, allowing the private equity 
buyer to de-risk the transaction upfront and the vendor to share in the future upside of the business. At the smaller end of the mid-
market, an increased use of vendor financing is expected as lenders at that end of the market are expected to be more cautious 
lending to M&A transactions.

For private business owners today, there are more variables than ever that will determine whether an M&A process is successful. 
Proper preparation, timing of the process, positioning the impacts of the pandemic, and being creative in response to process 
challenges and deal structures are all elements that need to be considered. Now, more than ever, having an experienced, capable 
advisor to navigate the process with you is key to a successful outcome.



About us
CIBC Mid-Market Investment Banking is a leading M&A advisor, providing services to private companies:

•	 Divestitures
•	 Acquisitions and management buyouts
•	 Raising equity capital and securing debt financing

cibc.com/mmib

Toronto

Trevor Gough
416 980-7341
trevor.gough@cibc.com

Christian Davis
416 980-3268
christian.davis@cibc.com

Iain Gallagher
416 784-7652
iain.gallagher@cibc.com

Wes Zimmerman
(Financial Sponsor Coverage)
416 306-9166
wes.zimmerman@cibc.com

Daniel Lee
(Technology)
416 243-5694
daniel.lee@cibc.com

Asha Soares
(Technology)
416 242-1525
asha.soares@cibc.com

Montreal

Philippe Froundjian
514 876-2998
philippe.froundjian@cibc.com

Gabriel Fugere
514 876-6651
gabriel.fugere@cibc.com

Calgary

Amun Whig
403 221-5512
amun.whig@cibc.com

Edmonton

Graham Drinkwater
780 420-4843
graham.drinkwater@cibc.com

Amir Tabet
780 969-3438
amir.tabet@cibc.com

Vancouver

Grant Wallace
604 665-1380
grant.wallace@cibc.com

Halifax

Adrian Snow
902 428-4759
adrian.snow@cibc.com

This document has been prepared by CIBC Capital Markets FOR DISCUSSION PURPOSES ONLY. CIBC Capital Markets expressly disclaims any liability to any other person who purports to rely on it. These materials 
may not be reproduced, disseminated, quoted from or referred to in whole or in part at any time, in any manner or for any purpose, without obtaining the prior written consent of CIBC Capital Markets. The materials 
described herein are provided “as is” without warranty of any kind, either express or implied, to the fullest extent permissible pursuant to applicable law, including but not limited to the implied warranties of 
merchantability, operation, usefulness, completeness, accuracy, timeliness, reliability, fitness for a particular purpose or non-infringement. The information and data contained herein has been obtained or derived from 
sources believed to be reliable, without independent verification by CIBC Capital Markets, and we do not represent or warrant that any such information or data is accurate, adequate or complete and we assume no 
responsibility or liability of any nature in connection therewith. CIBC Capital Markets assumes no obligation to update any information, assumptions, opinions, data or statements contained herein for any reason or to 
notify any person in respect thereof.

CIBC Capital Markets is a trademark brand name under which Canadian Imperial Bank of Commerce (“CIBC”), its subsidiaries and affiliates provide products and services to our customers around the world. Securities 
and other products offered or sold by CIBC Capital Markets are subject to investment risks, including possible loss of the principal invested. Each subsidiary or affiliate CIBC is solely responsible for its own contractual 
obligations and commitments. Unless stated otherwise in writing CIBC Capital Markets products and services are not insured by the Canada Deposit Insurance Corporation, the Federal Deposit Insurance Corporation, 
or other similar deposit insurance and are not endorsed or guaranteed by any bank. The CIBC logo and “CIBC Capital Markets” are trademarks of CIBC, used under license. All other trademarks are owned by their 
respective trademark owners.

http://cibc.com/mmib
tel:4169807341
mailto:trevor.gough%40cibc.com?subject=
te:4169803268 
mailto:christian.davis%40cibc.com?subject=
tel:4167847652
mailto:iain.gallagher%40cibc.com?subject=
tel:4163069166
mailto:wes.zimmerman%40cibc.com?subject=
tel:4162435694
mailto:daniel.lee%40cibc.com?subject=
tel:4162421525
mailto:asha.soares%40cibc.com?subject=
tel:5148762998
mailto:philippe.froundjian%40cibc.com?subject=
tel:5148766651
mailto:gabriel.fugere%40cibc.com?subject=
tel:4032215512
mailto:amun.whig%40cibc.com?subject=
tel:7804204843 
mailto:graham.drinkwater%40cibc.com?subject=
tel:7809693438
mailto:amir.tabet%40cibc.com?subject=
tel:6046651380
mailto:grant.wallace%40cibc.com?subject=
tel:9024284759
mailto:adrian.snow%40cibc.com?subject=

