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NZ Capital Markets – A new direction?
2017 was a difficult year for the NZ capital markets, as reflected in the year’s
single IPO and topped by Xero’s decision to leave for the ASX. NZX has recognised
the need for change, consulting with the market about the merits of differential
boards. Although a step in the right direction, we think the changes need to be
broader. The growth of KiwiSaver should bolster a strong NZ capital market but,
in order to capitalise, the nation’s predominant investment mindset – safe as
houses – needs to change. The key opportunity for NZ markets lies, we believe,
in differentiating the offering from those of other regional markets (e.g. through a
focus on agriculture or co-operatives) while still supporting domestic champions.
A balancing of power
It would seem that buyers and sellers are coming to the table more equally
balanced than in previous years. Auction processes are less common, with the
private equity firms seeking out exclusive processes. The valuation divide is less
acute (which we predict will see an increase in deal execution), with earn-outs
still being a common way to bridge value gaps. Vendors continue to look to
insurance as a source of a clean exit but insurers are tightening their terms with
increased exclusions and a greater focus on due diligence.
Regulatory Uncertainty
2017 was marked by regulatory uncertainty: The Commerce Commission’s highprofile rejection of tie ups between Sky/Vodafone, Fairfax NZ/NZME and Suncorp/
Tower was combined with increased uncertainty in the Overseas Investment
regime (flowing out of the change in government). This uncertainty undermines
deal-flow, with participants feeling as though the signing of a contract is only the
beginning. We have heard that some overseas participants are waiting for more
guidance before coming back to market. For regulators, providing the market
with clear guidance is fundamental to supporting M&A activity, and to ensuring
that key industries are not adversely impacted.
Global Economic Events – Potential Volatility
Globally, economic confidence remains strong notwithstanding recent market
wobbles. The US Fed has indicated an intent to normalise monetary policy and
the RBNZ seems set to follow. Geo-political stability and economic resilience
are key to this programme. Potential sources of instability abound: The German
elections have compromised Europe’s leadership just when local sovereignty is
offering a challenge to the European Project. China looks stable but it remains to
be seen how President Xi’s reformist agenda will impact the economy. Finally, the
US continues to perform strongly but this could be impacted by changes to trade
policy or the results of November’s mid-term elections.

A Focus on Infrastructure
– external capital required
New Zealand urgently needs investment in
its infrastructure and the new Government
has made lavish commitments in this
regard. The financing of these projects,
planned at both central and local
government level, is the subject of much
debate but there is a general recognition
that private money will be a part of the
solution.
However the projects are paid for, as a
result of the high profile issues faced by
Fletcher Building and Carillion in the UK,
financiers will be concerned to ensure
that the chosen contractors are capable
of completing the project on time and to
budget. This is no longer a given as more
and more projects are plagued by cost and
timing overruns.
The causes of these issues are complex
but, at heart, construction contractors
are operating in a fiercely competitive
market. As a result, many have entered
into dangerously unfavourable contracts
offering them almost zero margin and their
customers very favourable payment terms.
The result has been mounting debt and, in
Carillion’s extreme case, corporate failure.
In our experience, it is fundamental
to carefully structure these complex
infrastructure arrangements. Service
scoping, delivery timelines, KPI’s and
funding triggers are all areas where we see
the need for careful focus. With examples
all over of people being burned, now is not
the time to take on unintended risk.
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Our recent deals (2016 and 2017)

VF Corporation –
Proposed acquisition of
Icebreaker

Advised Solid Energy on the
sale of its coal mining assets to
Phoenix Coal.

Advised ACC on its acquisition of a
22% interest in Kiwibank alongside
NZ Super’s acquisition of a 25%
interest. The combined purchase
price was NZ$494 million.

Advised DB Breweries on its
acquisition of the Tuatara
Brewing Company.

Advised Daiwa Living on the New
Zealand aspects of its purchase
of 75% of Waldorf Australia and
New Zealand Group.

Advised Fairfax Financial
Holdings on its proposed $197
million takeover of NZX-listed
Tower by way of scheme of
arrangement.

Acted for New Zealand Oil
and Gas on the $168 million
sale of its interest in the Kupe
gas, LPG and condensate field
to Genesis Energy.

Advised a2 Milk Company on
its acquisition of shares in
Synlait Milk.

Advised Mercantile Investment
Company on its full takeover offer
for Wellington Merchants Limited
(previously Kirkcaldie & Stains).

Advised Taranaki Investment
Management on the $A280
million sale of Van Diemen’s
Land Company.

Advised Bright Dairy and Food
(39% shareholder of Synlait Milk)
on Synlait’s $98 million accelerated
rights entitlement offer.

Advised Property Managers
Group on the establishment of
a managed investment scheme
and the $29 million offer of
units in the scheme.

Advised Vista Group Holdings
on the $108m block trade
of 25.5% of Vista Group
International.

Advised Shanghai Maling
Aquarius Company on its $261
million acquisition of 50% of
Silver Fern Farms.

Advised the joint lead managers
on the $482 million initial public
offering of Oceania.

Advised Macquarie Capital on
its $94 million underwritten
accelerated rights entitlement
offer by Restaurant Brands.

Purchase by Heritage of 12
care homes and 4 co-located
retirement villages from Bupa.

Advised on the issue of $24
million worth of shares in
Pacific Property Fund.

Takeover bid by WSP Global Inc (listed on
Toronto Stock Exchange) for 100% of Opus
International Consultants Limited (NZX:OIC)

