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Merger & acquisitions trends 
The time of opportunity
Low gearing, strong earnings and good capital availability supported an ideal environment 
for mergers & acquisitions (M&A ) in the first half of the year. However, jittery markets and 
dropping confidence caused activity to slow in the third quarter.

While nine month deal values are up 67% on the same period in 2010, macro economic 
issues and resource nationalism are making M&A decisions difficult. This is reflected in 
the fact that volume of deals is actually down on 2010.

Synergistic, strategic and ‘one chance’ deals are being undertaken, and more speculative 
deals are being deferred. But with a number of large deals in the pipeline, and companies 
with access to cash in an environment where targets appear to be undervalued, we could 
see the year finish strongly.

Number and value of deals

Source: Thomson Financial, Ernst & Young analysis

2007 2008 2009 2010 Change 1st 9 months 
2010

1st 9 months 
2011 Change

Number  903  919  1,047  1,123 7%   827  779 -6%

Value ($m)*  210,848  126,884  60,035  113,706 89%   78,865  131,965 67%

Average value 
($m)  233  138  57  101 77%   95  169 78%  

Uncertainty is having an impact on execution  
The current level of political and economic volatility is making it harder to evaluate and 
execute M&A:

• There is a scarcity of new large scale, quality assets particularly in traditional resource 
geographies

• This is driving greater interest in frontier markets

• Resource nationalism is spreading globally making valuations more complex and deal 
execution more uncertain

• Meeting vendor price expectations whilst also delivering shareholder value is 
increasingly challenging, given increased risks for projects

• Volatile markets are making it more difficult for companies to price risk

*
Please note that all values are in US$ unless otherwise stated
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Regional overview 
Asia Pacific regains its position as most active 
acquirer
North America has extended its lead as the preferred destination 
for mining and metals M&A targets, while Asia Pacific regained its 
title as the most acquisitive region. Australia and China dominated 
by activity.

Gold and fertilizer consolidation by Russian-based companies  
saw CIS step into third place as a target destination and  
acquiring region.

Country overview 
US takes the lead
The US has taken the lead ahead of both Australia and Canada as 
the most active acquirer, supported by intense domestic coal 
consolidation. 

The US has also taken the lead as the preferred destination, 
although not all deals were for mining targets, e.g., BHP Billiton’s 
acquisition of Petrohawk Energy Corp ($11.8b) and Chesapeake 
Energy Corp’s Fayetteville Shale assets ($4.6b)

1
.

Inflated asset prices in Australia relative to other countries have 
led acquirers with greater risk appetites to look elsewhere. This 
has resulted in Australia dropping to fifth rank destination.

Commodities 
Coal dominates M&A activity
Coal continued to dominate the M&A landscape by a wide margin, 
accounting for over $30b of deal value. There are strong strategic 
drivers for coal : 

• Majors buying assets to boost production capacity to meet 
increasing demand from China and India

• Power utilities, steel companies  and governments integrating 
into raw materials

• Economies of scale to manage risk and regulatory compliance

There have been a large number of gold deals but at a relatively 
low average deal value.
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Strong nine months but confidence is being 
tested
Capital availability in 2011 is enabling companies to manage and 
allocate capital for growth and sustainability. However, growing 
economic uncertainty is creating volatility and damaging 
confidence on capital markets: we have seen a slowdown in all 
asset classes across 3Q 2011. The industry is in a far stronger 
position today than in 2008 but management will want to 
maintain balance sheet agility in the face of economic volatility by:

• Raising debt when it’s available, on the right terms

• Undertaking M&A, but not at the expense of balance sheet 
strength

IPOs — moderate growth in a volatile 
environment
There has been moderate volume growth, with volatility impacting 
heavily in September. But excluding the Glencore listing, IPO 
proceeds down significantly year on year.  

Australian junior listings dominating volume; London holding the 
highest share by proceeds, with Glencore’s $10b IPO taking up 
significant capacity in the market.

Spin-outs and privatizations will drive smaller IPOs, but larger 
cross-border listings remain in a growing pipeline of postponed 
and pending deals.

Follow-ons — strong nine months but flight from 
risk looms heavily for juniors
Follow-on issues of equity are ahead of the same period a year ago 
despite the slowdown in the third quarter. Over-geared steel, coal 
and iron ore companies dominated the top 10, using equity to 
deleverage and finance projects.

Mining and metals is the most active sector by volume of issuance, 
reflecting high dependency of the junior sector on supportive 
equity markets. This dependency, and the looming threat of 
another indiscriminate flight from perceived risk, is encouraging 
juniors to expand their financing options and opportunities. This 
has taken the form of:

• An increase in secondary listings post IPO

• Investments by majors, offtakers, China

• Optimizing asset portfolio (spinouts)
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Convertibles — supporting the mid-tiers
Convertible bonds have remained out of favor since the flurry of 
restorative fundraising in 2009. They are now being used 
predominantly by small- to mid-tier developers on junior 
exchanges as an alternative source to corporate bonds for 
project financing.

A number of convertible issues were started in Q3 but did not 
make it, with the heavy equity falls in September making pricing 
impossible. 

The recent fall in equity valuations may restrict convertible bond 
issuance for the remainder of the year.

Bond markets — a year of two halves: from high 
yield to low risk 
Bond proceeds are ahead of last year at nine months, following 
a strong first half. Low coupons and strong demand opened up 
the market to high yield and emerging market issuers. However, 
the third quarter saw a significant slowdown in volume due to a 
reduced appetite for higher risk, high yield bonds, driving up 
coupons, with investors retreating into investment grade bonds.

A heavy reliance on the bond markets to provide liquidity and 
funding for acquisitions has been seen. Any tightening of credit 
may threaten a primary source of project funding to the sector’s 
mid-caps.

Loans — low interest rates drive extensive 
refinancing
Bank lending levels are similar to those seen last year due to 
strong refinancing with companies exploiting favorable market 
conditions. There was not aggressive re-leveraging but 
companies sought to lock-in rates and extend maturities:

• Glencore‘s $11.3b facility to refinance and increase  
existing debt

• BHP Billiton’s $7.5b facility at LIBOR+50 bps

• 41 $1b+ loans arranged in the sector

Loan activity was active with the leveraged US coal, steel and 
aluminium companies borrowing to finance acquisitions. There 
are signs of caution from the banks, particularly in Europe, 
which may threaten large-scale M&A.
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M&A and capital 
raising outlook
The first six months saw the ‘first wave’ of M&A: bolt-on, ‘one 
chance’ and strategically important deals. But Q3 saw even these 
deals put on ice as economic turbulence found its way into 
commodity prices.  

Companies are well positioned to undertake M&A, and targets 
appear undervalued, but the global economic backdrop is making 
M&A decisions more difficult than ever. If these factors stabilize, 
we may see a resurgence of M&A activity. 

Volatility on equity markets will make life difficult for juniors once 
again, with the need to increase capital raising options and 
consider preservation of strategies.

Risk aversion may see a tightening of bank credit, an increase in 
the cost of borrowing, and a flight to ‘safe’ investments in the 
bond markets, leaving mid-tier and sub-investment grade 
companies potentially exposed.

Capital management is more important than ever in a rapidly 
changing and volatile funding environment.

3Q 2011 Mergers, acquisitions and capital raising in mining and metals
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About Ernst & Young
Ernst & Young is a global leader in 
assurance, tax, transaction and advisory 
services. Worldwide, our 152,000 people 
are united by our shared values and an 
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Ernst & Young’s Global Mining & Metals Center 
With a strong but volatile outlook for the sector, the global mining and metals industry is 
focused on future growth through expanded production, without losing sight of operational 
efficiency and cost optimization. The sector is also faced with the increased challenges of 
changing expectations in the maintenance of its social license to operate, skills shortages, 
effectively executing capital projects and meeting government revenue expectations. 

Ernst & Young’s Global Mining & Metals Center brings together a worldwide team of 
professionals to help you achieve your potential — a team with deep technical experience in 
providing assurance, tax, transactions and advisory services to the mining and metals sector.

The Center is where people and ideas come together to help mining and metals companies 
meet the issues of today and anticipate those of tomorrow. Ultimately it enables us to help 
you meet your goals and compete more effectively. It’s how Ernst & Young makes  
a difference.

Global Mining & Metals Leader
Mike Elliott
Tel: +61 2 9248 4588
michael.elliott@au.ey.com 
 
Oceania
Scott Grimley
Tel: +61 3 9655 2509
scott.grimley@au.ey.com

China and Mongolia
Peter Markey
Tel: +86 21 2228 2616  
peter.markey@cn.ey.com

Japan

Kentaro Nakamichi
Tel: + 81 3 5401 6407
kentaro.nakamichi@jp.ey.com

Europe, Middle East, India 
and Africa Leader
Mick Bardella
Tel: +44 20 795 16486
mbardella@uk.ey.com

Africa
Adrian Macartney
Tel: +27 11 772 3052
adrian.macartney@za.ey.com

Commonwealth of
Independent States
Evgeni Khrustalev
Tel: +7 495 648 9624
evgeni.khrustalev@ru.ey.com

France and Luxemburg
Christian Mion
Tel: +33 1 46 93 65 47
christian.mion@fr.ey.com

India
Anjani Agrawal
Tel: +91 982 061 4141
anjani.agrawal@in.ey.com

United Kingdom & Ireland
Lee Downham
Tel: +44 20 7951 2178
ldownham@uk.ey.com

Americas and United States Leader
Andy Miller
Tel: +1 314 290 1205
andy.miller@ey.com

Canada
Tom Whelan
Tel: +1 604 891 8381
tom.s.whelan@ca.ey.com

South America and Brazil Leader
Carlos Assis
Tel: +55 21 2109 1606
carlos.assis@br.ey.com

Service line contacts
Global Advisory Leader
Paul Mitchell
Tel: +86 21 22282300
paul.mitchell@cn.ey.com

Global Assurance Leader
Tom Whelan
Tel: +1 604 891 8381
tom.s.whelan@ca.ey.com

Global IFRS Leader
Tracey Waring
Tel: +44 20 7980 0646
tracey.waring@uk.ey.com

Global Tax Leader
Andy Miller
Tel: +1 314 290 1205
andy.miller@ey.com

Global Transactions Leader
Lee Downham
Tel: +44 20 7951 2178
ldownham@uk.ey.com

Area contacts


