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Sayer’s Outlook for 
2010 M&A Activity 

 

he Canadian oil and natural gas industry went 
through quite a few changes over the past year, 

precipitated by weaker natural gas prices and the 
inability to raise capital.  This, in part, led to a flood 
of recapitalization transactions late in the year.  
More changes lie ahead.  The Alberta government 
has indicated that it plans to change the natural gas 
royalty structure, which should hopefully affect the 
value of natural gas assets in a positive manner.  
Having said that, we will attempt to forecast how 
2010 will look from the perspective of merger and 
acquisition (“M&A”) activity in the oil and natural gas 
industry.   
 
Sayer is forecasting an up-tick in the total value of 
M&A activity in 2010.  In 2009, the total enterprise 
value was approximately $47 billion.  Excluding the 
Suncor Energy Inc./Petro-Canada deal, the value 
was approximately $20 billion, which is consistent 
with the total value recorded in 2008.  

 
We expect there to be more large deals concluded 
in 2010.  This is in large part due to Suncor’s plan to 
sell $2-3 billion worth of assets which it recently 
acquired from Petro-Canada.  In addition to this, 
Talisman Energy Inc. has approximately 2,790 
boe/d on the street and PetroBakken Energy Ltd. 

has roughly 6,750 boe/d with a for sale sign.  
Cenovus Energy Inc. also announced it plans to 
divest of a significant amount of assets this year.  
The sale of these large asset packages, combined 
with numerous smaller asset packages, will push the 
total value up in 2010.   

 
The big question is who is capable of buying such 
large packages?  The audience is limited and much 
smaller for these large packages and will likely 
include some international buyers, as there are few 
domestic players with the capital available to 
purchase all of these packages.   
   
Corporate transactions have dominated the total 
M&A marketplace for the past few years.  Last year, 
approximately 80% of the total value of M&A 
transactions was realized from corporate 
transactions.  We expect this percentage to drop as 
the focus shifts back to larger property transactions.  
Of the corporate transactions to come, share for 
share deals will likely continue to dominate as cash 
is limited.  Share for share deals allow shareholders 
to avoid taking a current loss, giving them a chance 
to recoup some of their loss with the new entity.      
 
(continued on page 2) 
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Sayer’s Outlook for 2010…. 
(continued from page 1) 

 
Interest in Canadian assets from international 
buyers has been limited to oil-weighted 
transactions as of late.  Two notable recent deals 
include Korea National Oil Corporation’s purchase 
of Harvest Energy Trust late in 2009 for 
approximately $1.9 billion and PetroChina 
International Investment Company’s entrance into a 
series of agreements to which PetroChina will 
acquire a 60% working interest in Athabasca Oil 
Sands Corp.’s Mackay River and Dover oilsands 
projects for $1.9 billion.  Will the price of natural gas 
and large natural gas packages on the market shift 
the focus of the big international companies and 
pique their interest here in Canada?  We expect so.  
 
The demand for the smaller asset packages will be 
greater than the supply, causing more competition 
among the buyers.  Due to an appetite for smaller 
packages, it might be prudent for these majors to 
look at breaking these packages up to include 
smaller dispositions to garner more interest from a 
greater number of buyers.  
 
The amount of capital available continues to be 
limited for many junior companies, both public and 
private, forcing them to sell some or all of their 
assets.  We do not expect things to improve for 
many of these juniors in the year ahead.  Banks for 
the most part held the lines for their clients in 2009 
hoping that natural gas prices would improve and 
reserve values would increase.  With the forecast 
price of natural gas down year-over-year and 
production declines kicking in, reserve values will 
be down compared to year-end 2008.  The natural 
gas-weighted companies may be making enough 
money to keep the lights on, but not enough to 
replace the depleted reserves.  Banks will then 
force some companies to sell their assets or merge 
with other companies in order to get loans repaid.   
 
Many management teams have handed over the 
keys to previously successful management teams 
in hopes of raising money to take the company to a 
new playing field.  The banks will be more pro-
active in 2010 compared to 2009 as other juniors 
face more pressure from their lenders.  In many 
cases, the banks have worked with some of these 
troubled companies for some time, attempting to 
find a solution, but are now tired of holding some of 
these hands and are demanding re-payment and/or 
forcing some companies into receivership.   
 

Much of the equity currently being raised is going to 
companies that are involved in resource plays, 
especially via recapitalization transactions with 
previously successful management teams.  There 
will be very little amount of capital available to 
private companies, forcing these companies to go 
public.  The amount of “hard dollars” is limited for 
conventional public companies, leading these 
companies to raise money via flow-through equity.   
 
In 2009, there were over a dozen recapitalization 
transactions, most of them in the latter part of the 
year.  We expect the flurry to slow down as many of 
the prime recap candidates have already been 
involved in some sort of recapitalization.     
 
There are not many public and private companies 
that are currently publicly known to be for sale or to 
be actively reviewing strategic alternatives to 
maximize shareholder value; however, due to the 
economic situation, it is likely that there are a 
significant number of companies that are quietly 
exploring alternatives in order to survive.  While the 
entire industry is not for sale, it would be hard to 
imagine many companies that would not welcome a 
call from a prospective purchaser or merger 
candidate.  The number of CCAA and receiverships 
will continue to increase as 2010 will be a 
challenging year for those companies that hung on 
by a thread in 2009.  
 
With the Governor of the Bank of Canada and 
Minister of Finance publicly stating that they expect 
interest rates to rise in 2010, the cost of capital 
(both equity and debt) will rise.  This will negatively 
impact M&A prices as the discount rates will rise, 
causing prices to come down.  Over the past 20 
years, the discounts applied to M&A transactions 
have steadily fallen from 20% to 8-12%, tracking 
the falling cost of capital.  With the cost of capital 
continuing to rise in response to the lingering global 
economic crisis, purchasing assets and companies 
for discount rates of less than 10% is no longer 
sustainable.   
 
At the end of 2009, there was still a handful of 
royalty income trusts (“RITS”) left lingering around 
as the January 1, 2011 deadline approaches.  Most 
RITS have been preparing for this deadline and 
have already converted into exploration and 
production style entities or have been acquired over 
the past couple of years.  We expect to see more 
conversions in the next 12 months.   
 
(continued on page 3)   



 
 

 

Sayer’s Outlook for 2010…. 
(continued from page 2) 

 
Last year, many of the acquisitions involved 
resource plays such as the Bakken, Montney, Horn 
River shale, Kindersley Viking, Lower Shaunavon 
and most recently the Pembina Cardium and 
Duvernay plays.  We expect there to be continued 
strong interest in these resource plays and 
consolidation within them.  These resource plays 
have significant reserves but are very capital 
intensive.  The smaller players will not have the 
access to capital to develop these plays, resulting 
in larger players moving in as seen by 
PetroBakken’s planned acquisition of Berens 
Energy Ltd. announced in early 2010.   
 
Prices for acquisitions in 2010 will vary, depending 
on the characteristics of the assets.  They will be 
relatively high (greater than $50,000/boe/d) for oil-
weighted transactions focused on the resource 

plays (when backing out land values).  Heavy oil 
metrics will also continue to be relatively high 
compared to years past due to the low differentials.  
As long as natural gas prices stay relatively low, 
natural gas-weighted transactions will draw lower 
acquisition prices, around $20,000-$30,000/boe/d.  
With the large amount of natural gas assets publicly 
available for sale, the larger natural gas deals could 
skew the median acquisition price.   
 
There is no doubt that all of the recent changes in 
the oil and natural gas industry should result in a 
robust M&A marketplace in 2010.  Due to the 
significant amount of product on the marketplace 
and the banks becoming less patient with their 
clients, there will be lots of action and opportunities 
in the year ahead.  
   
Crystal Holdershaw, Associate 
Originally published in the Daily Oil Bulletin 
January 27, 2010 
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Current Disposition 
Packages Available through 
Sayer Energy Advisors 

 

  

• Corporate divestiture 

• Pembina Cardium focus 

• 500 boe/d 

• Bid deadline:  March 25, 2010 

  

  

• Property divestiture 

• Producing assets at Eckville, Medicine River, 
Bittern Lake, Bonnie Glen, Niton, Sexsmith, 
Nipisi, Gift and Talbot Lake/Panny, Alberta.  Non-
producing assets at Niton West and Zama, 
Alberta 

• 153 boe/d 

• Bid deadline:  March 11, 2010 

  

 

• Corporate divestiture 

• Minor working interest in a producing natural gas 
property at Obed, Alberta.   

• 97 boe/d 

• Bid deadline:  March 11, 2010 

 

Visit our website at 
www.sayeradvisors.com  
for more information 

 



 
 

  

Capital Markets 
Show Life in 2009 

 
he Canadian oil and natural gas industry had a 
stronger year for financings in 2009 than 2008, 

ending the year with a total of $17.8 billion in capital 
being raised, up 13% from the $15.8 billion raised in 
2008.   
 
The largest reason for the increase in the amount of 
capital raised in 2009 can be attributed to the surge in 
trust units issued by Royalty Income Trusts (“RITS”) and 
debt financings undertaken in 2009.  Unit financings by 
RITS surged to $3.1 billion in 2009, up a staggering 
1065% from the $325 million in 2008.  This is the highest 
amount that RITS have raised since 2005, when RITS 
raised $4.5 billion in trust units.  In 2009, debt financings 
increased 16% to $9.5 billion from the $8.2 billion of debt 
raised in 2008.  Equity financings fell 27% to $5.2 billion 
in 2009 from the $7.2 billion in 2008.   
 
The number of equity issues decreased year-over-year 
to 455 issues in 2009, falling from 608 issues in 2008.  
The decrease in the amount of equity raised, along with 
the decline in the number of issues resulted in the 
average size of issues decreasing to $11.5 million in 
2009 from $11.9 million in 2008.  The fall in equity 
financings in 2009 marks the second consecutive year 
that equity financings have fallen; in 2008 equity 
financings fell 39%.  
 
The largest single equity issue in 2009 was the $575 
million bought deal by Crescent Point Energy Corp. in 
October.  Crescent Point was active in the M&A 
marketplace throughout 2009 and was an active 
participant in the capital markets.  Crescent Point as a 
RIT and as a corporate entity raised a total of $1.1 billion 
in 2009 while acquiring four companies and closing two 
additional larger property transactions last year.   
 
The number of initial public offerings (“IPO’s”) completed 
in the Canadian oil and natural gas industry was down in 
2009.   There were only two IPO’s completed in 2009 
compared to six in 2008.  The two companies to issue 
IPO’s were Hawk Exploration Ltd. for $12 million and 
Elson Energy Enterprise for a mere $200,000.   
 
In 2009 the recapitalizations of public junior oil and gas 
companies with previously successful management 
teams (“recaps”) was a phenomenon which took the 
market by storm.  The market capitalizations of some of 
the companies that were recapped surged practically 
overnight as investors honed in on the growth stories.  
The recaps were able to tap the market for more than 
$700 million to allow them to enter into the hot resource 
plays, mainly in the Bakken, Lower Shaunavon and 
Viking in Saskatchewan and the Cardium in Alberta.  
 

Included in the equity category is the flow-through equity 
value of $314 million in 2009, which is down 49% from 
the $619 million raised in 2008.  This is the second 
consecutive year that flow-through financings have 
decreased year-over-year.  This is second largest 
annual decrease since Sayer has been tracking this 
statistic behind only last years 60% fall.     
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EQUITY RIT DEBT

 
In contrast to the fall in equity financings in 2009, debt 
financings increased 16% to a total of $9.5 billion raised, 
up from the $8.2 billion raised in 2008.  The debt 
category is comprised of straight and convertible debt.  
Convertible debt surged nearly 100% to $1.4 billion in 
2009 while straight debt rose 8% to $8.1 billion.  The 
amount of debt raised by the industry in 2009 is the 
second highest on record, behind only the $13.5 billion 
that was raised in 2007.   
 
The top four debt issues were all straight debt.  Cenovus 
Energy Inc. had the largest debt issue, raising a total 
$1.77 billion in three issues in September, for $862 
million, $509 million and $401 million.  Husky Energy 
Inc. raised the second highest amount of debt in 2009 
with two issues in May for a total of $1.75 billion, 
comprised of two issues each at $876 million.  EnCana 
Corporation was third with a May debt financing for $588 
million, followed by Pacific Rubiales Energy Corp. raising 
$484 million in November and Petrobank Energy and 
Resources Ltd. finishing off the top five with its $462 
million debt financing in July.    
 

Of the $1.4 billion in convertible debt raised, RITS 
accounted for $265 million or 19% of the total.  
Baytex Energy Trust raised $150 million in August 
and NAL Oil & Gas Trust raised $115 million in 
November.  The largest convertible debt financing 
at $462 million was completed by Petrobank 
Energy and Resources Ltd. in July. Niko Resources 
Ltd. raised the second largest amount at $325 
million in December.   
 
(Continued on page 8) 
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