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Significant stimulus packages have underpinned the resilience of the economy
which has filtered through to M&A volumes in Q2. The remainder of 2009

is expected to continue on this track with financial services, resources and
government infrastructure sales driving deal volumes.

Tom Fenton
Corporate Finance Leader
Australia

Current Environment

The Australian economy has shown resilience during the
first half of 2009, which is partially attributable to the
responsive fiscal and monetary measures implemented by
the Australian government during this period. The
combination of consumer expenditure, export growth and
increased public spending has helped to expand GDP by
0.4% in the first quarter to an annual rate of 0.4%. Rising
unemployment rates, lower household incomes and global
uncertainty in the financial markets are expected to cause
the economy to contract in the remainder of 2009.

The Australian government has implemented spending
initiatives specifically aimed at boosting economic activity.
The first (AUD$8.7 billion) and second (AUD$12.7 billion)
stimulus packages have shown their effect in the second
quarter results through an increase in consumer spending.
The 2009-2010 Commonwealth budget has commitments
for several capital spending projects, such as the National
Building Infrastructure project (AUD$22 billion) and
partnering with the private sector to build the National
Broadband Network (AUD$43 billion). However, these
policies are forecast to put Australia into a budget deficit.

The Consumer Price Index rose by 0.1% in the first quarter
to an annual rate of 2.5% compared to a fall of 0.3% in the
final quarter of 2008. The first quarter current account
deficit fell to AUD$4.6 billion from AUD$6.4 billion. Non-
rural goods drove the majority of the decline, falling 15.3%
in value for the quarter; this was offset by rural volumes
which performed strongly due to this sector’s recovery from
periods of drought.

The Australian dollar appreciated significantly against the
US dollar through May and early June to the mid 70c range,
with a surge to 82c later in June. Interest rate spreads,
stronger equity markets, a growing appetite for commodity
exposure, relative growth and external financing were
factors specific to Australia that drove this appreciation.
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In calendar year 2008, the Reserve Bank of Australia (‘RBA”)
cut the overnight cash rate by a total of 300 basis points. In
the first quarter of calendar year 2009, the RBA has cut
interest rates twice by a total of 125 basis points to 3.00%.

Business investments appear to have been delayed or
reduced during the first quarter. Additionally, difficult
economic times, a rise in uncertainty, risk aversion and poor
trading results impacted the capacity for businesses to
continue their historic levels of discretionary spending.

The unemployment rate has increased to 5.8% at the end
of June while incomes contracted by 1.1% in the first
quarter of 2009. Forward-looking indicators such as job
advertisements remain at levels which indicate further
deterioration over the second half of the year which points
towards a rise in unemployment to an estimated 8% by the
end of 2009.

A rebound in the global stock markets began in early
March, with the ASX S&P200 rebounding 26% from its low
on 6 March 2009 of 3,145 points to close the first half of
2009 at 3,954 points.

During the first half of 2009, there has been a significant
amount of equity raised in the Australian stock market, with
AUD$17 billion alone raised in the first quarter of 2009. With
companies seeking to bolster their balance sheets and pay
down debt, these new issues have typically been placed at
a heavy discount to the prevailing share price.

Deal Activity

Australia Deal Activity
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Source: Thomson Reuters, based on total domestic, inbound and outbound deals
announced as of 30 June 2009.

Deal volumes have increased slightly from the previous
quarter, with 422 and 492 transactions completed in the
first and second quarters respectively.
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The key private equity transactions during the first half of
2009 were:

e The Cayman Islands-based private equity firm Harmony
Capital purchased Western Australia’s largest abattoir,
Harvey Beef for an undisclosed sum.

¢ Waste management group Transpacific announced an
AUD$800-million cornerstone investment from Warburg
Pincus through an equity placement.

e Consortia including Carlyle Group and TPG were
bidders for Asciano during its sale process, until
Asciano decided to go to market and raise equity capital
of AUD$2.35 billion.

e Australian Discount Retail Group owned by Catalyst and
CHAMP was placed into receivership in January and
subsequently sold to Retail Adventures, a privately
owned Australian company.

e Archer Capital is reported to be seeking to acquire a
clean energy company, Energy Developments, which
owns and operates power generation facilities in
Australia, US, UK and Europe.

e \Vodafone group merged its Australian
telecommunications businesses with Hutchison
Telecommunications with a deal value of AUD$3.62
billion. The merged entity will operate as a 50:50 joint
venture.

e (Canada Pension Plan Investment Board acquired the
entire ordinary share capital of Macquarie
Communications Infrastructure Group for AUD$1.6
billion.

e Kirin Holdings Co Ltd of Japan acquired the remaining
53.87% interest in Lion Nathan Ltd for AUD$3.31 billion.

e \Viterra Inc of Canada acquired the entire share capital of
ABB Grain Ltd, an Adelaide-based wholesaler of
agricultural products, for AUD$1.64 billion.

Other key transactions include:

e Nippon Paper purchased a significant portion of
Australia’s third largest paper company, Paperlinx for
AUD$375 million.

e (OZMinerals completed an assets deal with China
Minmetals with total proceeds of US$1.35 billion.
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e BG Group acquired the entire ordinary share capital of
Pure Energy Resources Ltd, a coal seam methane
mining company from Arrow Energy. The transaction
value was AUD$1.03 billion.

e Chinese state-owned China Metallurgical Construction
Corp. acquired a 10% stake in Waratah Coal Inc., a
Brisbane-based coal mining company for an estimated
AUD$664 million.

¢ Red Back Mining Inc. of Canada acquired the entire
share capital of Moto Goldmines Ltd in a stock swap
transaction valued at AUD$562 million.

e Chinese state-owned Hunan Hualing Iron & Steel Group
Co Ltd acquired a 16.38% stake in Fortescue Metals
Group Ltd, an iron ore mining company for AUD$1.1
billion.

e China’s Guangdong Foreign Trade Group purchased a
stake of up to 19.9% in Australian copper and zinc
miner Kagara for AUD$63 million.

Outlook

Financial Services

The Australian banking sector is considered one of the
strongest in the world as its four main banks still carry an
AA-credit rating. These banks are expected to capitalise on
this relative strength with potential offshore acquisitions and
domestic tie-ups taking place during 2009.

The potential offshore activity for Australian banks include
Commonwealth Bank considering a bid for the fund
management arm of Lloyds Banking Group in the UK for a
transaction value of GBP£200 to GBP£300 million and
ANZ’s interest in RBS’s Asian assets.

On the domestic front, there is an opportunity for the main
banks to take strategic stakes in smaller banks and regional
operators, with BOQ and Suncorp touted as potential
targets. In funds management and life insurance, NAB
recently agreed (in June 2009) to acquire the Australian
operations of UK insurance giant Aviva for AUD$825 million.

Resources

The stabilisation of the Chinese economy and the scale of
urbanisation and industrialisation are fundamental factors
underpinning the demand for Australian resources. The
apparent success of the Chinese government’s stimulus
package (US$590 billion), the World Bank’s forecast for
Chinese GDP growth of 7.2% in 2009 and a recovery in
commodity prices are all encouraging signs.
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Rio Tinto rejected a proposed US$19.5-billion investment
from Chinalco in favour of contributing US$ 58 billion in
assets to a Western Australian iron ore 50:50 joint venture
with BHP Billiton and undertook a US$ 15 billion rights
issue to strengthen its balance sheet. The strength of this
combined business has raised tensions with the Chinese
steel industry, culminating with Chinese government
sources flagging potential conflicts with Chinese anti-
monopoly laws as both Rio and BHP have significant
operations within China and potentially are under the scope
of such regulatory reviews.

Property

Asset valuations during the year for REITs have fallen up to
20% and continue to threaten loan-to-value ratio
covenants. This has placed lenders in a position to demand
asset sales, as reflected in ING Office Fund and Charter
Hall Groups’ disposal programme and the continued ‘for
sale’ status of GPT’s non-core assets (primarily hotels), and
may drive further movements in this sector.

A desire to strengthen balance sheets has led to a
continuation of discounted placements and rights issues
from the likes of GPT, Mirvac, Stockland and Dexus.

The Goodman Group has suffered two downgrades to its
issuer rating and has highlighted the continued weakness
and strain on their liquidity. It is anticipated that the group
will conduct an equity raising to meet its rising interest
obligations.
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Infrastructure

Potential activity in this sector includes the privatisation of
NSW Electricity, and in the longer term, infrastructure asset
sales announced by the Queensland government.
Furthermore, there is activity generated by a number of
listed infrastructure funds that are facing a closing gap
between net asset value and share price. A number of sale
processes are in place, including Babcock and Brown
Power, EPIC and Dalrymple Bay Coal Terminal.

The government’s proposed carbon emissions scheme has
been postponed as its implications may further weaken the
economy. However, interest in renewable energy projects is
accelerating in the lead up to the implementation of the
Renewable Energy Targets and Carbon Pollution Reduction
Scheme.

Private Equity

Investment opportunities for private equity funds have
changed in response to the deteriorating economic
conditions. Unreasonable price expectations from vendors
and a lack of funding availability are hampering deal activity.
We expect a continued low level of LBO activity in the near
future, with private equity funds focusing on enhancing
value in existing portfolios including divestments of
underperforming assets, strategic reviews and cash
optimisation. Opportunities for investments in companies at
“bottomed out values” as well as the investment in
cornerstone equity stakes are expected to drive deal flow. B
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Mark Averill
Corporate Finance Leader
New Zealand

Current Environment

Annual GDP declined 1% in the year to March 2009, the
first annual decline in New Zealand economic activity
since 1992. Having now experienced five consecutive
quarters of negative growth, the New Zealand economy is
in its longest recession since the mid-1970s. While a sharp
decrease in the Official Cash Rate (from 8.75% to0 2.5%
over the past 12 months) has thus far failed to stimulate
growth, economists generally expect recovery to
commence in 2010/2011. The manufacturing sector has
been particularly weak, declining 7.2% in the first quarter
of 2009, even though primary sectors have been
comparatively flat. The New Zealand dollar has fallen
against international currencies, although the upside for
exporters has been partly offset by weak domestic and
global demand.

Imports fell by NZ$809 million to NZ$3.1 billion in May
2009 compared to May 2008, a decrease of 20.7%.
Although imports were lower across all sectors, over 60%
of the decrease resulted from reduced imports of
petroleum and motor vehicles. Exports increased 5.8% to
NZ$4 billion, driven primarily by an increase in dairy and
forestry exports, largely to China. The net result was a
trade surplus of NZ$858 million (21.7% of exports), the
fourth consecutive monthly surplus, and the first time that
four consecutive surpluses have been recorded since
2002. However, economists remain cautious on the
outlook for the trade balance, with agricultural exports
typically weaker over the second half of the year.

Residential building consents were down 31% for the year
to April 2009, although non-residential building consents
were up by 3.2%, reflecting the impact of the Christchurch
International Airport development. The non-residential
sector is expected to remain relatively stable, underpinned
by development of stadia and facilities for the 2011 Rugby
World Cup.
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Deal activity fell significantly in the first half of 2009 as global economic
conditions continued to deteriorate.

After decreasing to a low of US$0.489 on 4 March 2009,
the New Zealand dollar has trended steadily upwards to
reach US$0.6451 on 30 June 2009, slightly below a high of
US$0.6595 for the six-month period ended 2 June 2009.
The trade-weighted index increased by 4.1% in June 2009,
but overall is down 11.4% over the past 12 months, with
the decrease largely resulting from an international sell-
down in the New Zealand dollar following sharp decreases
in domestic interest rates.

Retail spending has fallen by 3.5% since January 2008,
although monthly decreases of 0.1% since January 2009
suggest a flattening out when compared to an average
monthly decrease of 0.4% over the four months prior.
While there has been an overall downward trend in
spending in the North Island, spending in the South Island
has remained comparatively flat. Spending in the fast food,
café and restaurant and fresh produce sectors have
trended upwards since January 2009, while spending in
the motor vehicle and department store sectors are
showing signs of recovery.

The Reserve Bank has committed to keeping interest rates
low until at least late 2010, consolidating the recent cycle
of decreases in the Official Cash Rate which have resulted
in a historical low of 2.5%. Concerns have been expressed
by the government and Reserve Bank Governor at the
apparent reluctance of the financial sector to pass interest
rate reductions on to borrowers.

Inflation of 1.6% is forecast for the year to March 2010.
Wage inflation is expected to decrease to 2.6% over the
same period, constrained by weakness in the labour
market where unemployment is expected to reach 7.2%
in March 2010.

The NZX50 dipped to a five-year low in March 2009, but
has since recovered slightly, exhibiting early signs of
recovery with an overall increase of 1.9% in the six
months to 30 June 2009. After poor performances in the
previous six months, the retail sector enjoyed positive
performances in the six months to June 2009; Michael Hill
being the star performer with a share price increase of
33%. Although some industries showed signs of recovery,
others are clearly still languishing from the effects of the
global downturn, most noticeably the leisure and tourism,
as well as transport sectors, with stocks in these
industries all experiencing declines in the six months to 30
June 2009. During this period, Tourism Holdings fell 31%
(reaching its 1986 IPO price in March 2009) and both
Mainfreight and Freightways fell approximately 12%.
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Deal Activity

New Zealand Deal Activity
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Source: Thomson Reuters, based on total domestic, inbound and outbound deals
announced as of 30 June 2009.

Deal activity fell significantly in the first half of 2009, with
only 79 deals recorded compared to 157 deals in the first
half of 2008. Domestic deal volumes fell the most, down
66% on prior year, while inbound deal volumes were down
just 13%.

During the period, Australian private equity firm Quadrant
Private Equity acquired a 49% stake in retirement village
operator Summerset Group from AMP Capital. AMP
Capital decided to sell down its interest in Summerset
following the cancellation of a planned listing in 2007.
Details of the deal were not disclosed, however at the time
of the transaction Summerset’s net assets were NZ$170
million. One of the conditions of the deal was that further
equity would be available to fund growth, with the
company targeting 20 villages by 2012, up from the current
13 villages.

The retirement village sector in general has been under
some pressure due to the depressed property market.
Listed operator Metlifecare undertook a NZ$38 million
rights issue in order to pay down debt following
discussions with its banks.
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Funding pressures also led to Fisher and Paykel
Appliances undertaking a rights issue combined with an
NZ$80 million strategic investment by Chinese whiteware
firm Haier. Haier’s investment secured a 20% shareholding,
and also saw the two companies signing a cooperation
agreement to market and distribute each other’s products
in their home territories.

During the first half of 2009, total capital of NZ$4.6 billion
was raised on the New Zealand Exchange (NZX), including
NZ$1.7 billion of equity and NZ$2.9 billion of debt, with
funds largely used to improve corporate balance sheets.
This was over double the NZ$2.1 billion raised in the first
half of 2008.

NZX itself was relatively active during the period. The
company undertook a NZ$21-million rights issue to fund
acquisitions including rural publisher Country-wide
Publications and energy marketer M-Co. NZX had
intentions to acquire Australian second-tier market
operator NSX, but later withdrew its offer due to muted
support from NSX shareholders. During the period NZX
also sold its environmental registry business TZ1 Registry
to Markit Group, a British data and financial information
firm, in return for shares valued at approximately US$37
million, and its stake in Bond Exchange of South Africa for
NZ$10 million.

Senior employees at New Zealand investment firm ABN
AMRO Craigs acquired the remaining 50% of the business
from the Royal Bank of Scotland (RBS). RBS inherited the
stake when it led an acquisition of ABN AMRO in 2007.
ABN AMRO Craigs will subsequently change its name to
Craigs Investment Partners.

NZ Bus sold its ferry operator business, Fullers Group, to
Souter Holdings Limited for NZ$40 million. NZ Bus, which
is owned by listed New Zealand investment company
Infratil, sold the business in order to focus on its core
land-based public transport business.

Over the last six months, PwC New Zealand has advised
on the sale of Tiger Turf to Royal TenCate; the sale of ETEL
to Unison Networks; the sale of Tritec (Mountain Buggy) to
Phil & Teds; the sale of Hell Pizza to the original founders
of the business; the sale of Vantex Technology Distribution
to Ingram Micro; and the sale of Canterbury Seeds to
Winslow.
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Outlook

The outlook for transactions is uncertain and will depend
on the timing and strength of the economic recovery.
Consensus forecasts suggest the New Zealand economy
will shrink by 1.6% in the year to March 2010, returning to
growth of 2.8% for the year to March 2011, however
commentators remain divided on the expected form and
strength of the recovery. The Reserve Bank of New
Zealand and the Treasury are projecting an export-led
recovery while other commentators, such as BERL, are
more optimistic on domestic consumer spending growth.

Shell New Zealand, a unit of Royal Dutch Shell Group,
should provide deal flow in the second half of 2009 having
recently launched a process to sell the bulk of its
downstream assets in New Zealand. The downstream
assets include 230 fuel stations, a marine business,
commercial fuel and aviation operations, a 17% stake in
New Zealand Refining Co. and a 25% stake in Loyalty NZ.

Mid-year 2009
98

Having seen a significant growth in both the number of
wineries and vineyards planted over the past several years,
the New Zealand wine industry remains highly fragmented
despite the consolidation that took place between 2000
and 2005. A second wave of consolidation is pending,
driven by factors including the rationalisation of non-core
assets from global alcoholic beverage companies, the
maturity of the larger Tier Il players who have experienced
significant volume and revenue growth since 2004, and the
level of distress within some areas of the industry.

Private equity activity has been muted in the first half of
2009 as tight credit conditions and volatile markets led
most firms to hold back investment. However funds
continue to raise money, with New Zealand-based private
equity firm Direct Capital recently raising NZ$200 million
for its new fund Direct Capital IV fund, showing that
investors remain committed to the investment class. B
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