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Financial Characteristics of Acquired Firms in the Canadian Food Industry

Martin S. Beaulieu

Abstract

Mergers and acquisitions represent an important reallocation of resources. In 1998, the value of these
transactions jumped to almost $160 billion * in Canada. The motives for firms to merge or acquire other
firms change for different periods and industries.

This study provides a financial profile of Canadian corporations in the food industry that were acquired
during the 1996-98 period. Overall, acquired firms did not represent a significant share of the total sales
of incorporated Canadian food firms. Firms with balanced (or matched) growth-resources, less liquidity
and leverage were more likely to be acquired in 1997 and 1998. Large firms with matched growth-
resources were also more likely to be taken over.

1 Introduction

In the past, the role of mergers and acquisitions in the economy has generated many questions and
issues. Questions about these activities have changed as the regulations, the demand for products and the
competitive environment have evolved. Even in Canada, a relatively small market for mergers and
acquisitions, they are of interest because they are related to issues of business concentration, corporate
control, foreign ownership and the potential for the exercise of oligopolistic market power.

In 1998, the total value of Canadian mergers and acquisitions jumped to almost $160 billion of which

domestic assets accounted for $110 billion. This represented a 31% increase over the previous five-year
2

average “.

Financial economic and industrial organisation literature offers several theories to explain why firms are
merged or acquired. Some economists see this type of activity as a way to create “... large benefits for
shareholders and for the economy as a whole by loosening control over vast amounts of resources and
enabling them to move more quickly to their highest-valued use. This is a healthy market
operation...playing an important role in helping the economy adjust to major changes in competition
and regulation of the past decade.” ®

The intensity of mergers and acquisitions has fluctuated in the past. They have intensified or slowed in
waves associated with different business cycles and structural changes.* In the U.S., the first wave
occurred at the beginning of the twentieth century. This was referred to as the wave of “mergers for
monopoly”. There were relatively more direct mergers between competitors. This type of mergers was
identified as “horizontal mergers”.

The second wave in the 1920s, the “mergers for oligopoly”, involved relatively more mergers between
firms with prior buyer-seller relationships. This type of mergers was identified as “vertical mergers”.

! Statistics Canada, 2001. This figure includes domestic assets exchanged and Canadian direct investment abroad.
? Statistics Canada, 2001.

% Jensen (1988), p.23.

* See Melicher et al. (1983) and Golbe and White (1993).



Both waves (for monopoly and oligopoly) were characterised by firms motivated to increase their
market power through economies of scale and control over larger market share. °

Starting in the 1960s, the third wave became known as the “conglomerate merger” wave. Mergers
between unrelated firms characterized this period. Some links between the distribution and/or
production facilities may have existed but conglomerates were mainly built to diversify companies.
Greater diversification was seen by some as a way for firms to be less sensitive to business fluctuations
in different sectors of the economy. Others suggested that it was a means to by-pass regulations
discouraging horizontal and vertical mergers. In the mid-1970s and 1980s, mergers were used as a way
to refocus on core business and to restructure and consolidate firms in industries facing excess capacity
and increased competition.

In the 1990s, mergers and acquisitions appear to have been related to changes in the trade environment,
structural changes in some industries, and the desire of management to obtain sufficient size and scale to
better compete in a global market. Mergers and acquisitions represented a faster way to grow than
building new plants and facilities.

Each wave had different economic, financial, regulatory and trade environments. In consequence,
certain characteristics that made firms more attractive as merger partners changed from one period to
another. For example, liquidity and leverage position of acquired firms may have become less important
factors in the 1990s as a soaring stock market favoured the acquisition of many companies through the
exchanges of stock instead of cash.

In the financial economic and industrial organisation literature, several factors at the industry or firm
level have been suggested to explain why firms became attractive merger partners or acquisition targets.
However, it is difficult to provide a consistent and unique picture that adequately portrays different
periods, countries and industries. The purpose of this study is to compare the financial characteristics of
acquired firms to not-acquired firms in the Canadian food industry during the 1996-98 period. This
study uses the entire population of firms’ financial statements rather than a sample. This represents a
departure from the literature where a sample of financial statements is often used. The sampling and
statistical methods had led to discussions on potential sampling bias, incorrect inference to the studied
population and relaxed uses of underlying statistical model assumptions. Moreover, our research focuses
on firms that were acquired. The scope is limited to the exchange of domestic assets between Canadian
and/or foreign firms.

> Stigler (1950) in Melicher et al. (1983).



2 Methodology

2.1 Data sources

The acquisition activity in this study includes corporations in the food processing industries that
changed corporate control as defined by the Canadian Corporations Returns Act. The Act requires
corporations conducting business in Canada with annual gross revenue exceeding $15 million, or
with assets over $10 million, or having long-term debt or equity owing directly or indirectly to non-
residents exceeding a book value of $200 thousand, to file an annual ownership report.

Acquisitions were attributed to the year in which the transactions were completed, not announced.
This study focuses on acquisition transactions “whereby an existing legal entity or enterprise
obtains control of an existing corporation through an increased acquisition of voting share.
Significant asset purchases are also included, but are limited to cases where 100% of the assets of a
legal entity have been purchased”. °

The study includes transactions between Canadian and/or foreign entrepreneurs via inward foreign
direct investment. The population of acquired firms was selected from Statistics Canada’s report on
mergers and acquisitions for the 1994-98 period. ’ In this report, purchases of foreign companies by
Canadian corporations via outward foreign direct investment were excluded, as were transactions
between holding companies.

2.2 Statistical unit

The main source of accounting data for both acquired and not-acquired firms was Statistics
Canada’s administrative databases, which include corporation income tax returns collected via
CCRA. The statistical unit of analysis for this study was the legal corporation. No attempt was
made to consolidate data at the statistical enterprise level. °

Not-acquired firms were selected with the same thresholds used for corporations filing an
ownership report with CCRA (annual gross revenue exceeding $15 million or assets exceeding $10
million).

We made the assumption that a firm’s performance prior to an event was an important factor in
explaining the acquisition. For acquisitions completed in the reference year 1998, 1997 tax data
were used to calculate different financial ratios, and 1995-1997 data was used to calculate the firm’s
growth. For other reference years (1996 and 1997), the same approach was taken (financial ratios
based on previous years and firm’s growth based on previous three years).

® See Statistics Canada (1994a), catalogue 61-221, p.50. The second type of M&A activity, divestiture, is excluded in this
study. Divestiture includes transaction “whereby an existing legal entity or enterprise loses control of a subsidiary
corporation, and where the voting shares of the divested subsidiary have been widely distributed (without any identifiable
acquiror)”.

" Statistics Canada, Guévremont P. Canadian Economic Observer, Nov.2001.

& Guévremont excludes the assets of the “Investment and Holding Companies” industry in order to minimize the effect of
double-counting, as their assets are generally the liabilities of other industries. His report covers most of the business sector
of the Canadian domestic economy (non-profit government business enterprises operating in Canada).

% Statistical enterprise is defined as a “family of businesses under common control; the enterprise consists of one or more
corporations, divisions, or plants engaged in relatively integrated activity, for which a consolidated set of financial statements
is produced”. For details see Statistics Canada (1994b), p.66 or Statistics Canada (1998) p.41.



2.3 Industry benchmarks

In order to control for industry differences and heterogeneity in industry structure and
performance’®, benchmarks needed to be established to compare firms performance. Performance
and other financial indicators are more likely to vary between industries rather than across firms
within the same industry.

One method of benchmarking firms’ performance often found involved calculating relative
deviations from industry means or median values of all firms in the industry. Dividing a firm’s ratio
by its respective industry average expresses the firm’s similarity or difference to other firms in the
industry. ** This method has the advantage of making ratios more comparable across different
industries and periods. Deviations from industry averages resulted in continuous variables that
could not be reported in summary tables.

Instead, firms were grouped into three categories, “low”, “medium” or “high”. For each financial
ratio and indicator, firms were classified in the “low” group if they ranked below the 33" percentile.
Firms were classified in the “high” group if they ranked above the 66" percentile.

They remaining firms were classified in the “medium” group. The percentiles were established for
each industry at the Standard Industry Classification (SIC) 3 digits level.

This method presented several advantages. It was systematic and dealt with outliers. In contrast to
other approaches *, this method did not exclude a firm because of one or more “faulty” ratios.
Other “valid” ratios for these firms were kept for further analysis. “Faulty” ratios were placed in the
“low” or “high” group.

It would have been possible to estimate values for outliers and missing values. However, this was
not done it had the potential to introduce bias. For each variable, a category “missing” was used to
classify all or part of a firm record that had missing values. If we had kept only firms with complete
records, this would have significantly limited the number of units in the study.

Another advantage of benchmarking performance using percentiles is that no data transformation is
required and the population does not have to be normally distributed. Firms are ranked on their
performance and compared with their industry peers at the Standard Industrial Classification 3 digit
level. Interpretation of results is also simplified, as no transformation is required to change results
back to a more understandable unit of measurement.

3 Findings

This section is organised in three parts. First, we briefly describe the population of financial
statements for the food industry and its various sub-industries. In the second part, we present the
acquired and not-acquired firms’ frequency distributions for different financial characteristics. In
the last part, the distributions are analysed for different combinations of characteristics.

1% Financial ratios are unlikely to be normally distributed. Some authors suggested that industry-relative measures may avoid
any problem caused by the non-normal distribution of the explanatory variables.

1 Another possible way to obtain industry-adjusted measures would be to subtract the industry median from the firm value.
However, it would still be difficult to make cross-section comparisons because of the magnitude of the difference and the
difficulty in interpreting the model results based on the sign of the industry-adjusted measures.

12 In the literature, some trimmed outliers below and above pre-defined thresholds (i.e. trim 1% of the tails). Other
imputed/omitted any outliers beyond so many standard deviations (s) from the mean (i.e. replace by the appropriate 2.5s limit
observations between 2.5s and 4s, and omitted those above/below 4s).



3.1 Population characteristics

Overall, sales of all incorporated companies in the food industry grew by 3.8% over the 1993-98
period. Total sales increased for most segments except for firms in tobacco and food wholesale
sectors. Total annual sales increased from $133 billion to $160 billion over the period. In 1998, the
food processing sector had the lion’s share of total sales with nearly a third of sales. It was followed
by the food wholesale sector (25.5%) and the farm sector (10.9%, see Table 1).

The food industry is quite “asymmetric” in terms of concentration at the various points in the food
chain from production to distribution. The farm sector is not concentrated. In fact, it is one of the
best examples of perfect competition that we have in our economy. In other segments, such as the
grain elevator or the farm products wholesale industries, sales were concentrated in the hands of
fewer firms. Industry concentration was measured as the ratio of the sales of the top four firms to
the total industry sales. This is a gross estimation of the industry concentration, as it does not
consider sales by unincorporated firms. Also, sales for a firm with several lines of business in
different sub-industries were reported in the main industry in which the firm was classified. Sales
breakdowns by the different lines of business were not available.

Over the 1994-1998 period, market share of acquired firms accounted for between 1% to almost 4%
of total annual incorporated food companies’ sales. On average, the largest share of acquired
companies was in the food processing industry, followed by the food product wholesale industry.*?
Acquisition intensity was measured as the ratio of the total sales value of acquired firms to the total
sale value of all firms in its respective industry, both for the year prior to the transactions.

Table 1. Population characteristics and acquisition intensity

Average Sales of
annual Sales - % of top 4
change-% g million total firms.-% Acquisition intensity *-%

Industry (SIC 2 digits) 1998-93 1998 sales 1998-93 1998 1997 1996 1995 1994
Agriculture 9.4 17,317 10.9 4.5 0.2 0.1 0.0 0.1 0.1
Service incidental to agriculture 53 2,348 1.5 12.9 X X X 0.0 0.1
Food processing 5.6 50,020 31.4 13.3 2.2 1.7 0.3 1.6 1.4
Beverage 8.3 8,104 51 59.4 0.1 X 0.0 0.4 0.1
Tobacco products (inc.wholesale) -1.4 9,270 5.8 71.6 X 0 X X X
Grain elevator F 3,599 2.3 91.9 X 0 0 0 X
Farm products (wholesale) 85 12,948 8.1 46.4 X X X 0.3 0.2
Food (wholesale) -0.5 40,618 25.5 26.7 X 0.2 0.5 0.5 0.6
Farm mach., equip. & supplies (wh.) 7.7 9,757 6.1 30.9 0 0 X 0.0 0.0
Agriculture supplies (wholesale) 7.1 5,409 34 28.2 0.4 X 0.1 0.0 X
Food industry (excluding retail) 3.8 159,390 100.0 3.0 3.8 1.0 2.9 3.1

Notes: 1. Includes sales of all incorporated firms with fiscal year end in the reference year.

2. Proxy. Excludes unincorporated firms and firms' sales in a different SIC than the one it is classified.
3. Estimated sales of acquired firms over total sales the year prior to the acquisition.

SIC - Standard Industrial Classification

Due to rounding, figures may not add up to totals. F too unreliable to be published x confidential

Source: Statistics Canada, administrative database of corporation income tax returns

13 Share of total sales of all firms that were not acquired in years prior to the reference year. .



3.2 Distributions of acquired and not-acquired firms

Figure 1 presents the distributions of acquired and not-acquired food industry companies in 1996,
1997 and 1998. (Tables are presented in Appendix A). For several financial characteristics,
distributions of acquired firms were not similar to the distributions of not-acquired firms. For
example, acquired firms in 1998 were more likely to have less liquidity, grow slowly or to be large
the year before their acquisition. Firms acquired in 1997 were less active, or had less liquidity,
while acquired firms in 1996 were more likely to be less profitable, more active or more leveraged.
However, few characteristics were common for the three years.

Overall, not-acquired firms represented between 92% to 99% of all firms, depending on the year
observed. For this reason, the distribution of not-acquired firms, based on the 33" and 66"
percentile for each variable, was similar among “low”, “medium” and “high” groups (nearly a third
in each group) and very similar to the distribution of the whole population. The financial
characteristics ** were calculated from the information provided on corporate income tax returns for

the years prior to the reference period when the acquisitions were completed.

Firms acquired in 1998 had the following characteristics in 1997. There were relatively fewer
acquired firms in the “high” leverage group. Almost 40% of them were in the “low” leverage group.
Acquiring firms might have considered firms with unused debt capacity as attractive targets. Firms’
debt capacity was measured by the debt to equity ratio.

Forty percent of acquired firms were in the “low” liquidity group. Potential targets for acquisition
may have been firms that require funds to finance their working capital or take advantage of
investment opportunities. Liquidity was defined as the net working capital (current assets less
current liabilities) over the total assets.

Over 40% of the acquired firms had slower growth compared to their industry peers, and less than
20% had grown at a faster pace. Some fast growing firms may not have the resources to grow
further and became potential acquisition targets. Other acquired firms may have had slower growth
due to the characteristics of their industry and become targets for growing companies preferring to
expand their operation by acquiring firms instead of building new plants which would have
increased the overall industry capacity. Growth was measured as the annual average sales growth in
the previous two years prior to the year of the acquisition.

Almost 40% of the acquired firms were large firms. However, the group of small acquired firms
was not far behind. Firm size was measured by the total sale values.

In summary, acquired firms in 1998 were more likely to be larger, less leveraged, have more
liquidity and a slow growth in the year prior to their acquisition.

Firms acquired in 1997 had the following characteristics in the year prior to their acquisition. Over
40% of the acquired firms were in the “low” activity group. Activity measured a firm’s efficiency in
producing sales per dollar of assets. A low activity generally reflects poor use of assets.

Although a large part of acquired firms were in the “medium” leverage group, the second group in
importance was the firms in the “high” leverage group. Four out of ten acquired firms were in the

! The choice of financial ratios was based on variables identified in literature related to mergers and firm performance but
limited by the data available.



“low” liquidity or “high” sales group. Less than 20% of acquired firms were in the “low” growth.
These attributes were also observed for firms acquired in 1998.

Firms acquired in 1996 had the following characteristics in 1995. Half of them were in the “low”
gross profit margin group. The gross profit margin represents the amount of operating profit/loss
generated by each dollar of sales. *°

More active firms were more likely to be acquired. Over 45% of acquired firms were in the “high”
activity group. A high activity may indicate a high demand for the firm’s products and increasing
cash flows. More than four out of ten acquired firms were in the “high” leverage group. There were
as many acquired firms in the “low” growth group as in the “high” growth group.

In many instances, there were as many acquired firms in the “low” group as in the “high” group.
The analysis of frequency distributions, which combined more than one characteristic, provides
more insights into the interaction of these characteristics and helps explain apparent contradiction.
This analysis is presented in the next section.

1> Other profit indicators are presented in Tables in Appendix A. Pre-tax profit/loss over sales measures the amount of net
profit per dollar of sales. The other one, pre-tax profit/loss over total assets, provides a measure of the amount of net profit
per dollar invested in the firm, regardless if dollar invested in the firm was provided by the owners or lend to the firm.

7



Figure 1: Distributions of acquired and not-acquired firms
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Figure 1: Distributions of acquired and not-acquired firms (continued)
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3.3 Distributions of acquired firms for different characteristics combinations

In this section, we analysed the acquired firms’ distributions which combined more than one

characteristic. Table 2 presents the frequency distribution of acquired firms and the way this

contrast with that of not-acquired firms. The score indicator is used to rank both differences from
the highest to the lowest. ‘® All possible combinations are presented in Appendix C.

Firms with matched (or balanced) growth-resources and less liquidity were more likely to be
acquired. Almost 40% of firms acquired in 1998 and 1997 had these characteristics. Larger firms
with matched growth-resources were also more likely to be acquired. Almost 35% of firms acquired
had this profile compared to only 24% for the not-acquired firms. As suggested by Palepu (1986),
low-growth and resource-rich (“high” liquidity and “low” leverage) or high-growth and resource-
poor firms (“low” liquidity and “high” leverage) were identified with unmatched growth-resources.
For all other combinations, firms were considered to have matched growth and resources.

Table 2: Distributions of acquired firms by two characteristics

Not-  Difference
Acquired acquired from not-
year First variable Group®  Second variable % % acquired % Score?
11998 Growth resources Match Liquidity Low 38.8 20.1 18.7 44.5
2 1997 Growth resources Match Liquidity Low 37.9 20.6 17.4 42.6
3 1996 Leverage High Profit Low 28.6 15.2 13.4 42.0
4 1996 Growth resources Match Activity  High 35.7 24.9 10.9 34.7
51998 Growth resources Match Sales High 34.7 23.5 11.2 34.3
6 1997 Growth resources Match Sales High 34.5 23.2 11.3 34.3
7 1996 Leverage Low Activity  High 21.4 9.4 12.1 33.5
8 1996 Liquidity High Leverage Low 25.0 17.6 7.4 32.4
9 1996 Liquidity High Activity  High 214 10.9 10.5 31.9
10 1996 Leverage High Activity  High 21.4 11.3 10.1 315
11 1998 Sales Low Liquidity Low 20.4 104 10.0 30.4
12 1996 Growth resources Match Profit Low 32.1 23.6 8.5 30.0
13 1998 Liquidity High Leverage Low 24.5 19.2 5.3 29.8
14 1996 Activity Low Growth  High 17.9 6.3 11.6 294
15 1998 Leverage Low Growth  Low 204 114 9.0 294
16 1996 Liquidity Low Profit Low 21.4 13.6 7.8 29.3
Notes: 1."Low" are below 33" percentile and "High" are above 66" percentile, both calculated at the

Standard Industrial Classification 3 digits level.

Low-growth, resource-rich (“high” liquidity and “low” leverage) or high-growth, resource-poor firms
(“low” liquidity and “high” leverage) were identified with unmatched growth-resources. All other

combinations were identified as matched growth-resource.

2. Score is the difference the acquired percent and the not-acquired percent. Growth resources
percents were lowered by a third to take account of the lower number of cells in cross-tables (2 by 3

or 6 cells table instead of a 3 by 3 or 9 cells table).
Source: Statistics Canada, administrative database of corporation income tax returns

16 Table 2 reports only the top 25 observations. The analysis focuses on firms in the “low” and “high” groups, however the

distributions were calculated using all groups.
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Not much information could be observed when the growth-resource variable was analysed by itself.
Over 80% of the acquired and not-acquired firms in 1996 and 1998 were in the matched growth-
resources group (Table B4 in Appendix B). There were relatively more (about 10%) of acquired
firms in 1997 that were in the matched grow-resources group. Interestingly, the growth-resource
variable combined with the liquidity variable was able to identify a large percent of acquired firms.

Firms acquired in 1998, with balanced growth-resource (Figure 2 on the left side), were more likely
to be larger and having less liquidity. Acquired firms with matched growth-resource were more
predominant in the average gross profit, leverage and growth categories.

Acquired firms, with unmatched growth-resource, were more likely to be more profitable, active

and liquid. They were also more predominant in the “low” sales, leverage and growth categories.
Figures for 1996 and 1997 are presented in Appendix C.

Figure 2: Distributions of acquired firms in 1998 by growth-resources characteristics
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Sources: Statistics Canada, administrative database of corporation income tax returns.

Acquired firms in 1996 had a different profile. Highly leveraged and less profitable firms, less
leveraged and more active firms, or less active and high growth firms were more likely to be taken.
Activity and growth seem to have an inverse relationship as there were a significant number of
acquired firms either in the “low” activity and “high” growth or the “high” activity and “low”
growth group.
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Summary and conclusion

Over the 1994-1998 period, market share of acquired firms accounted for between 1% and 4% of total
sales of incorporated firms in the food industry. The largest shares of acquired companies sales were in
the food processing industry, followed by these in the food product wholesale industry.

Frequency distributions of acquired and not-acquired firms were dissimilar for several financial
characteristics. However, each characteristic provided limited information when it was analysed without
considering other characteristics. A buyer or merger partner may consider several factors before merging
with or taking over another firm.

Firms with matched growth-resources, less liquidity and leverage tend to have been the type of firm
acquired in 1997 and 1998. Large firms with matched growth-resources were also predominant among
the firms taken over. Acquired firms in 1996 had a different profile. Highly leveraged and less profitable
firms, less leveraged and more active firms or less active and growing firms were more likely to be
taken over.

This study focused on acquired firms, which constitute only one component of the total mergers and
acquisition activities. Analysing characteristics of acquired firms provides some insight into why firms
merged. However, it does not assess possible synergy effects between acquiring firms and acquired
firms. An ideal empirical study should include both acquired and acquiring firms. It should also include
firms operating in all industries, as an acquiring firm may not be necessarily classified in the acquired
firm’s industry.

Our design was constrained by the limited amount of acquired firms in the Canadian food industry.

Additional research would be required to verify if the observed profile would hold if larger data sets and
other industries and periods were examined.
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Appendix A

Table Al: Characteristics of firms acquired in 1998

Event in 1998 Column % Row %
Acquired Not-acquired Acqg. Not- Acg. Not-
Indicatorsin 1997 Group? obs. median  obs. median acq. acq.
Profitability All 49 0.01 913 0.01 100.0 100.0 51 94.9
Operating profit over sales Low 12 -0.02 301 -0.01 245 33.0 3.8 96.2
Medium 21 0.01 315 0.01 429 34.5 6.3 93.8
High 16 0.06 297 0.04 327 325 51 94.9
Pre-tax profit over sales All 49 0.01 913 0.01 100.0 100.0 51 949
Low 9 0.00 304 0.00 18.4 33.3 29 971
Medium 20 0.01 316 0.01 40.8 34.6 6.0 94.0
High 20 0.06 293 0.05 40.8 32.1 6.4 93.6
Pre-tax profit over assets All 49 0.05 913 0.04 100.0 100.0 51 949
Low 12 -0.01 301 0.00 245 33.0 3.8 96.2
Medium 19 0.05 317 0.04 38.8 34.7 57 943
High 18 0.19 295 0.13 36.7 32.3 58 94.2
Activity All 49 2.84 913 3.31 100.0 100.0 5.1 94.9
Sales ower assets Low 17 1.46 296 1.68 34.7 324 54 94.6
Medium 15 3.20 321 3.12 30.6 35.2 45 955
High 17 7.88 296 6.54 34.7 32.4 54 94.6
Leverage All 49 2.10 911 2.71 100.0 100.0 51 94.9
Debt over equity Low 19 0.58 293 0.84 38.8 32.2 6.1 93.9
Medium 19 2.53 317 257 38.8 34.8 57 943
High 11 7.51 301 9.57 224 33.0 35 96.5
Liquidity All 49 0.10 913 0.13 100.0 100.0 5.1 94.9
Working capital over assets Low 21 -0.03 292 -0.02 429 32.0 6.7 93.3
Medium 12 0.12 324 0.13 245 35.5 3.6 96.4
High 16 0.37 297 0.34 32.7 325 51 94.9
Growth Aw. sales growth 1995-97  All 44 6.1 795 9.5 100.0 100.0 5.2 94.8
Low 19 -2.6 251 -0.8 43.2 31.6 7.0 93.0
Medium 17 9.7 282 8.8 38.6 35.5 57 943
High 8 24.1 262 27.4 18.2 33.0 3.0 97.0
Size  Sales All 49 32,800 913 25,642 100.0 100.0 5.1 94.9
Low 17 16,047 296 16,420 34.7 32.4 54 94.6
Medium 13 28,246 323 26,170 26.5 35.4 39 96.1
High 19 82,753 294 72,281 38.8 32.2 6.1 93.9
Profit/loss before taxes All 49 611 913 226 100.0 100.0 51 949
Low 12 -100 301 1 245 33.0 3.8 96.2
Medium 15 236 321 209 30.6 35.2 45 955
High 22 1,697 291 1,769 44.9 31.9 7.0 93.0
Total dept All 49 6,657 913 6,010 100.0 100.0 51 94.9
Low 17 1,691 296 2,201 34.7 32.4 54 94.6
Medium 19 7,531 317 6,007 38.8 34.7 57 94.3
High 13 37,752 300 15,757 26.5 32.9 42 95.8

Notes: 1. "Low" are below 33" percentile and "High" are above 66" percentile, both calculated at the Standard

Industrial Classification 3 digits lewel.

x confidential Due to rounding, figures may not add up to totals.

Source: Statistics Canada, administrative database of corporation income tax returns
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Table A2: Characteristics of firms acquired in 1997

Event in 1997 Column % Row %
Acquired Not-acquired Acq. Not- Acq. Not-
Indicators in 1996 Group? obs. median  obs. median acq. acq.
Profitability All 29 0.01 935 0.01 100.0 100.0 3.0 97.0
Operating profit over sales Low 8 -0.01 302 -0.01 27.6 32.3 26 974
Medium 13 0.01 331 0.01 4438 35.4 3.8 96.2
High 8 0.10 302 0.04 27.6 32.3 26 97.4
Pre-tax profit over sales All 29 0.01 935 0.01 100.0 100.0 3.0 97.0
Low 11 0.00 299 0.00 37.9 32.0 3.5 96.5
Medium 10 0.02 334 0.01 345 35.7 29 97.1
High 8 0.10 302 0.05 27.6 32.3 26 974
Pre-tax profit over assets All 29 0.03 935 0.04 100.0 100.0 3.0 97.0
Low 13 0.00 297 0.00 44.38 31.8 42 95.8
Medium 11 0.07 333 0.04 37.9 35.6 3.2 96.8
High 5 0.09 305 0.14 17.2 32.6 1.6 98.4
Activity All 29 2.80 935 3.33 100.0 100.0 3.0 97.0
Sales ower assets Low 12 2.02 298 1.73 414 31.9 39 96.1
Medium 9 2.80 335 3.24 31.0 35.8 26 97.4
High 8 5.21 302 7.53 27.6 32.3 26 97.4
Leverage All 29 231 933 2.50 100.0 100.0 3.0 97.0
Debt over equity Low 7 0.88 302 0.76 24.1 32.4 23 97.7
Medium 12 2.36 332 253 414 35.6 3.5 96.5
High 10 8.40 299 9.45 345 32.0 3.2 96.8
Liquidity All 29 0.09 935 0.14 100.0 100.0 3.0 97.0
Working capital over assets Low 12 -0.02 298 -0.03 41.4 31.9 39 96.1
Medium 9 0.09 335 0.14 31.0 35.8 26 974
High 8 0.25 302 0.33 27.6 32.3 26 97.4
Growth Awg. sales growth 1994-96  All 23 4.3 815 9.5 100.0 100.0 2.7 97.3
Low 8 -1.2 262 -1.5 34.8 32.1 3.0 97.0
Medium 11 7.2 287 9.2 478 35.2 3.7 96.3
High 4 20.2 266 26.8 17.4 32.6 1.5 985
Size Sales All 29 39,295 935 25,130 100.0 100.0 3.0 97.0
Low 2 X 308 16,353 6.9 32.9 0.6 994
Medium 15 30,145 329 26,099 51.7 35.2 44 95.6
High 12 127,507 298 76,780 41.4 31.9 39 96.1
Profit/loss before taxes All 29 283 935 258 100.0 100.0 3.0 97.0
Low 10 -86 299 0 345 32.0 3.2 96.8
Medium 8 280 337 236 27.6 36.0 23 97.7
High 11 5,757 299 2,261 37.9 32.0 3.5 96.5
Total dept All 29 7,350 935 5,910 100.0 100.0 3.0 97.0
Low 7 3,003 303 2,008 24.1 32.4 23 97.7
Medium 7 7,149 337 5,910 241 36.0 20 98.0
High 15 31,015 295 18,159 51.7 31.6 48 95.2

Notes: 1. "Low" are below 33" percentile and "High" are above 66™" percentile, both calculated at the Standard

Industrial Classification 3 digits level.

x confidential Due to rounding, figures may not add up to totals.

Source: Statistics Canada, administrative database of corporation income tax returns
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Table A3: Characteristics of firms acquired in 1996

Event in 1996 Column % Row %
Acquired Not-acquired Acq. Not- Acq. Not-
Indicators in 1995 Group? obs. median  obs. median acq. acq.
Profitability All 28 0.00 974 0.01 100.0 100.0 28 97.2
Operating profit over sales Low 14  -0.01 311 0.00 50.0 31.9 43 957
Medium 6 0.01 346 0.01 214 35.5 1.7 98.3
High 8 0.05 317 0.05 28.6 32.5 25 975
Pre-tax profit over sales All 28 0.01 974 0.01 100.0 100.0 28 97.2
Low 11 0.00 314 0.00 39.3 32.2 3.4 96.6
Medium 7 0.01 345 0.01 25.0 35.4 2.0 98.0
High 10 0.05 315 0.06 35.7 32.3 3.1 96.9
Pre-tax profit over assets All 28 0.04 974 0.04 100.0 100.0 28 97.2
Low 11 0.00 314 0.00 39.3 32.2 3.4 96.6
Medium 6 0.04 346 0.04 214 35.5 1.7 98.3
High 11 0.19 314 0.14 39.3 32.2 3.4 96.6
Activity All 28 3.95 974 3.33 100.0 100.0 2.8 97.2
Sales ower assets Low 6 1.10 319 1.50 214 32.8 1.8 98.2
Medium 9 4.69 343 3.23 321 35.2 26 97.4
High 13 7.52 312 7.56 46.4 32.0 4.0 96.0
Leverage All 28 2.70 970 2.24 100.0 100.0 28 97.2
Debt over equity Low 8 0.65 317 0.62 28.6 32.7 25 975
Medium 7 2.63 341 232 25.0 35.2 20 98.0
High 13 7.38 312 8.63 46.4 32.2 40 96.0
Liquidity All 28 0.14 974 0.13 100.0 100.0 28 97.2
Working capital over assets Low 8 -0.04 317 -0.03 28.6 32.5 25 975
Medium 12 0.14 340 0.13 42.9 34.9 3.4 96.6
High 8 0.33 317 0.32 28.6 32.5 25 975
Growth Aw. sales growth 1993-95  All 22 8.4 834 9.7 100.0 100.0 26 974
Low 9 1.3 268 -0.9 40.9 32.1 3.2 96.8
Medium 4 7.8 298 9.6 18.2 35.7 1.3 987
High 9 31.2 268 29.8 40.9 32.1 3.2 96.8
Size  Sales All 28 27,754 974 25,780 100.0 100.0 2.8 97.2
Low 6 17,634 319 16,571 21.4 32.8 1.8 98.2
Medium 14 26,516 338 26,270 50.0 34.7 4.0 96.0
High 8 69,878 317 76,191 28.6 32.5 25 975
Profit/loss before taxes All 28 196 974 280 100.0 100.0 28 97.2
Low 12 24 312 0 429 32.0 3.7 96.3
Medium 6 198 347 260 214 35.6 1.7 98.3
High 10 1,415 315 2,257 35.7 32.3 3.1 96.9
Total dept All 28 6,163 974 5,739 100.0 100.0 28 97.2
Low 10 2,636 315 1,907 35.7 32.3 3.1 96.9
Medium 9 5,398 343 5,477 321 35.2 26 97.4
High 9 14,433 316 19,759 32.1 32.4 28 97.2

Notes: 1. "Low" are below 33" percentile and "High" are above 66" percentile, both calculated at the Standard

Industrial Classification 3 digits level.

x confidential Due to rounding, figures may not add up to totals.

Source: Statistics Canada, administrative database of corporation income tax returns
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Appendix B Table B1 Distributions of acquired and not-acquired firms in 1998

Column Not acquired in 1998 _% Acquired in 1998 _%
Row variable variable Low Medium High Low Medium High
Activity Low Profit 10.9 7.4 14.3 14.3 41 16.3
Activity Medium Profit 11.8 12.2 11.2 6.1 16.3 8.2
Activity High Profit 104 14.8 7.1 4.1 225 8.2
Leverage Low Profit 7.2 9.4 155 4.1 143 204
Leverage Medium Profit 104 14.7 9.7 8.2 22.5 8.2
Leverage High Profit 154 10.2 7.5 12.2 6.1 4.1
Liquidity Low Profit 13.0 10.0 9.1 16.3 16.3 10.2
Liquidity Medium Profit 10.7 15.3 9.4 4.1 12.2 8.2
Liquidity High Profit 9.4 9.1 141 4.1 143 143
Sales Low Profit 11.6 10.1 10.7 10.2 10.2 143
Sales Medium Profit 114 12.5 11.5 6.1 18.4 2.0
Sales High Profit 10.0 11.8 104 8.2 143 16.3
Leverage Low Activity 12.6 8.6 11.0 18.4 6.1 143
Leverage Medium Activity 10.3 13.7 10.8 8.2 122 184
Leverage High Activity 9.6 12.8 10.7 8.2 12.2 2.0
Liquidity Low Activity 11.3 11.0 9.8 18.4 122 122
Liquidity Medium Activity 11.6 13.9 9.8 8.2 10.2 6.1
Liquidity High Activity 9.6 10.2 12.8 8.2 82 163
Sales Low Activity 155 9.0 7.9 18.4 6.1 10.2
Sales Medium Activity 8.5 14.2 12.8 4.1 10.2 122
Sales High Activity 8.6 12.0 11.6 12.2 143 122
Liquidity Low Leverage 5.2 10.4 16.5 6.1 204 163
Liquidity Medium Leverage 7.8 16.4 11.2 8.2 10.2 6.1
Liquidity High Leverage 19.2 8.0 5.4 245 8.2 0.0
Sales Low Leverage 11.2 10.7 10.5 16.3 82 10.2
Sales Medium Leverage 12.1 11.9 11.5 8.2 14.3 4.1
Sales High Leverage 8.9 12.3 11.0 14.3 16.3 8.2
Sales Low Liquidity 104 11.2 10.8 204 41 102
Sales Medium Liquidity 9.9 13.1 12.5 8.2 10.2 8.2
Sales High Liquidity 11.8 11.1 9.3 14.3 10.2 143
Growth resources Match Profit 22.8 26.0 23.8 16.3 36.7 225
Growth resources Mismatch Profit 4.6 4.4 5.4 2.0 4.1 8.2
Growth resources Match Activity 22.9 26.0 23.7 245 265 245
Growth resources Mismatch  Activity 4.1 4.2 6.2 2.0 4.1 8.2
Growth resources Match Leverage 21.0 30.7 21.0 20.4 32.7 225
Growth resources Mismatch Leverage 8.2 0.0 6.2 14.3 0.0 0.0
Growth resources Match Liquidity 20.1 30.6 22.0 38.8 20.4 16.3
Growth resources Mismatch Liquidity 6.2 0.0 8.2 0.0 0.0 143
Growth resources Match Sales 23.2 26.0 235 18.4 225 347
Growth resources Mismatch  Sales 55 5.4 35 8.2 4.1 2.0
Profit Low Growth 10.9 7.8 8.8 8.2 8.2 2.0
Profit Medium Growth 7.9 10.4 121 18.4 12.2 102
Profit High Growth 8.8 12.6 7.8 12.2 14.3 4.1
Activity Low Growth 9.9 10.0 7.1 8.2 14.3 4.1
Activity Medium Growth 9.0 11.5 9.7 14.3 12.2 4.1
Activity High Growth 8.7 9.3 11.9 16.3 8.2 8.2
Leverage Low Growth 114 11.1 6.7 20.4 8.2 6.1
Leverage Medium Growth 8.0 12.1 10.7 6.1 18.4 8.2
Leverage High Growth 8.1 7.7 11.3 12.2 8.2 2.0
Liquidity Low Growth 7.4 8.9 10.0 16.3 14.3 8.2
Liquidity Medium Growth 8.1 11.0 115 6.1 10.2 4.1
Liquidity High Growth 12.1 11.0 7.1 16.3 10.2 4.1
Sales Low Growth 10.5 7.7 104 16.3 6.1 4.1
Sales Medium Growth 8.5 11.0 12.0 12.2 10.2 4.1
Sales High Growth 8.6 12.2 6.3 10.2 18.4 8.2
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Table B2 Distributions of acquired and not-acquired firms in 1997

Column Not acquired in 1997 _% Acquired in 1997 _%
Row variable variable Low Medium High Low Medium High
Activity Low Profit 10.5 5.9 15.5 6.9 138 20.7
Activity Medium Profit 114 15.1 9.3 13.8 10.3 6.9
Activity High Profit 104 14.4 7.5 6.9 20.7 0.0
Leverage Low Profit 6.8 9.1 16.5 0.0 10.3 138
Leverage Medium Profit 11.3 13.9 104 13.8 17.2 103
Leverage High Profit 14.3 12.3 55 13.8 17.2 35
Liquidity Low Profit 13.2 9.5 9.1 10.3 20.7 103
Liquidity Medium Profit 12.0 14.3 9.7 10.3 13.8 6.9
Liquidity High Profit 7.1 11.6 13.6 6.9 10.3 103
Sales Low Profit 11.9 9.8 11.3 0.0 0.0 6.9
Sales Medium Profit 10.5 15.0 9.8 13.8 20.7 17.2
Sales High Profit 9.9 10.6 114 13.8 241 35
Leverage Low Activity 12.3 9.2 10.8 13.8 6.9 3.5
Leverage Medium Activity 9.7 15.3 10.6 17.2 13.8 10.3
Leverage High Activity 10.0 11.3 10.8 10.3 10.3 138
Liquidity Low Activity 10.9 10.8 10.1 17.2 69 172
Liquidity Medium Activity 115 14.6 9.9 10.3 17.2 35
Liquidity High Activity 9.5 104 12.3 13.8 6.9 6.9
Sales Low Activity 15.4 9.1 8.4 35 35 0.0
Sales Medium Activity 7.3 14.6 13.4 27.6 10.3 13.8
Sales High Activity 9.2 12.1 10.5 10.3 172 138
Liquidity Low Leverage 5.0 10.5 16.3 35 20.7 17.2
Liquidity Medium Leverage 8.0 17.4 10.5 13.8 69 103
Liquidity High Leverage 19.3 7.7 5.3 6.9 13.8 6.9
Sales Low Leverage 12.4 10.8 9.7 6.9 0.0 0.0
Sales Medium Leverage 10.8 13.4 11.0 10.3 24.1 17.2
Sales High Leverage 9.1 11.4 11.4 6.9 17.2 17.2
Sales Low Liquidity 10.9 11.3 10.7 0.0 3.5 3.5
Sales Medium Liquidity 9.2 13.9 12.1 24.1 6.9 207
Sales High Liquidity 11.7 10.7 9.4 17.2 20.7 35
Growth resources Match Profit 23.9 26.6 24.2 20.7 379 172
Growth resources Mismatch Profit 4.0 4.4 4.2 0.0 0.0 35
Growth resources Match Activity 23.0 27.8 23.9 31.0 24.1 207
Growth resources Mismatch  Activity 4.0 3.6 4.9 0.0 35 0.0
Growth resources Match Leverage 23.3 31.2 20.3 20.7 345 207
Growth resources Mismatch  Leverage 6.7 0.0 5.9 35 0.0 0.0
Growth resources Match Liquidity 20.6 311 23.0 37.9 276 103
Growth resources Mismatch  Liquidity 5.9 0.0 6.7 0.0 0.0 35
Growth resources Match Sales 24.4 27.1 23.2 35 379 345
Growth resources Mismatch Sales 5.0 4.1 34 35 0.0 0.0
Profit Low Growth 10.1 10.7 7.1 6.9 10.3 35
Profit Medium Growth 9.0 10.0 12.0 10.3 20.7 6.9
Profit High Growth 9.0 10.0 9.4 10.3 6.9 35
Activity Low Growth 10.3 8.3 8.5 13.8 10.3 6.9
Activity Medium Growth 9.3 135 8.6 10.3 10.3 6.9
Activity High Growth 8.5 8.9 115 3.5 17.2 0.0
Leverage Low Growth 11.2 9.2 9.5 13.8 6.9 35
Leverage Medium Growth 9.4 12.4 9.3 3.5 20.7 103
Leverage High Growth 7.5 9.0 9.7 10.3 10.3 0.0
Liquidity Low Growth 6.8 9.4 10.3 10.3 241 35
Liquidity Medium Growth 104 11.6 9.1 13.8 35 103
Liquidity High Growth 10.9 9.7 9.1 35 10.3 0.0
Sales Low Growth 12.1 7.9 9.4 6.9 0.0 0.0
Sales Medium Growth 7.8 11.7 11.7 10.3 24.1 35
Sales High Growth 8.2 11.0 7.4 10.3 13.8 10.3
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Table B3 Distributions of acquired and not-acquired firms in 1996

Column Not acquired in 1996 _% Acquired in 1996 _%
Row variable variable Low Medium High Low Medium High
Activity Low Profit 10.6 6.8 15.5 14.3 0.0 7.1
Activity Medium Profit 10.5 14.9 9.8 214 3.6 7.1
Activity High Profit 10.8 13.7 7.4 14.3 179 143
Leverage Low Profit 6.2 8.9 17.6 3.6 71 179
Leverage Medium Profit 10.6 154 9.2 17.9 0.0 7.1
Leverage High Profit 15.2 11.1 5.9 28.6 14.3 3.6
Liquidity Low Profit 13.6 10.2 8.6 214 7.1 0.0
Liquidity Medium Profit 10.9 13.9 10.2 214 71 143
Liquidity High Profit 7.4 11.2 13.9 7.1 71 143
Sales Low Profit 10.1 10.3 12.3 14.3 7.1 0.0
Sales Medium Profit 11.8 13.6 9.3 321 36 143
Sales High Profit 10.1 11.4 111 3.6 10.7 143
Leverage Low Activity 13.6 9.7 9.4 3.6 36 214
Leverage Medium Activity 9.5 14.4 11.2 7.1 14.3 3.6
Leverage High Activity 9.8 11.0 11.3 10.7 143 214
Liquidity Low Activity 12.1 10.2 10.1 7.1 71 143
Liquidity Medium Activity 10.8 13.3 10.9 10.7 214 107
Liquidity High Activity 10.0 11.7 10.9 3.6 36 214
Sales Low Activity 15.6 8.6 8.6 7.1 7.1 7.1
Sales Medium Activity 7.4 15.1 12.2 10.7 143 25.0
Sales High Activity 9.9 11.6 11.2 3.6 10.7 143
Liquidity Low Leverage 6.3 10.2 15.9 0.0 10.7 179
Liquidity Medium Leverage 8.8 15.2 111 3.6 10.7 28.6
Liquidity High Leverage 17.6 9.8 5.2 25.0 3.6 0.0
Sales Low Leverage 12.2 11.0 9.5 3.6 10.7 7.1
Sales Medium Leverage 111 12.0 11.6 10.7 10.7 28.6
Sales High Leverage 9.4 12.2 111 14.3 3.6 107
Sales Low Liquidity 10.0 10.7 12.0 10.7 3.6 7.1
Sales Medium Liquidity 111 11.7 11.9 14.3 25.0 107
Sales High Liquidity 11.2 12.7 8.8 3.6 143 10.7
Growth resources Match Profit 23.6 27.7 24.2 321 179 143
Growth resources Mismatch  Profit 3.2 35 3.4 3.6 3.6 7.1
Growth resources Match Activity 23.8 26.9 249 14.3 143 357
Growth resources Mismatch  Activity 3.1 3.5 35 3.6 3.6 7.1
Growth resources Match Leverage 23.7 30.0 21.9 17.9 179 28.6
Growth resources Mismatch  Leverage 5.1 0.0 5.1 7.1 0.0 7.1
Growth resources Match Liquidity 22.0 30.2 234 214 250 179
Growth resources Mismatch  Liquidity 5.1 0.0 5.1 7.1 0.0 7.1
Growth resources Match Sales 23.6 275 24.4 17.9 321 14.3
Growth resources Mismatch  Sales 3.9 3.6 2.6 0.0 36 107
Profit Low Growth 10.0 9.1 7.7 14.3 71 143
Profit Medium Growth 10.1 9.5 11.7 7.1 36 107
Profit High Growth 7.4 12.1 8.1 10.7 3.6 7.1
Activity Low Growth 9.0 11.7 6.3 0.0 0.0 17.9
Activity Medium Growth 10.8 104 9.2 14.3 0.0 3.6
Activity High Growth 7.7 8.6 12.1 17.9 143 10.7
Leverage Low Growth 9.5 12.0 7.3 7.1 7.1 10.7
Leverage Medium Growth 10.0 10.1 9.9 7.1 3.6 7.1
Leverage High Growth 8.0 8.6 10.3 17.9 36 143
Liquidity Low Growth 8.7 9.6 8.8 10.7 7.1 107
Liquidity Medium Growth 9.8 9.1 11.3 14.3 0.0 107
Liquidity High Growth 9.1 12.0 7.4 7.1 71 107
Sales Low Growth 8.0 10.7 8.8 10.7 0.0 7.1
Sales Medium Growth 9.4 10.9 10.8 10.7 143 107
Sales High Growth 10.1 9.0 7.9 10.7 00 143
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Table B4 Distributions of acquired and not-acquired firms by growth-resources

Not-acquired in Acquired in Not-acquired in Acquired in Not-acquired in Acquired in
1998 _ % 1998 _ % 1997 _ % 1997 _ % 1996 _ % 1996 _ %

Group! Mismatch Match Mismatch Match Mismatch Match Mismatch Match Mismatch Match Mismatch Match

All 17 83 16 84 14 86 4 96 12 88 18 82
Sales by GRM? Low 6 27 9 20 6 28 4 4 5 28 0 23
Medium 6 30 5 25 5 31 0 48 4 32 5 41

High 4 27 2 39 4 27 0 43 3 29 14 18

Profit by GRM Low 5 26 2 18 5 27 0 26 4 28 5 41
Medium 5 30 5 41 5 30 0 48 4 32 5 23

High 6 27 9 25 5 28 4 22 4 28 9 18

Activity by GRM Low 5 26 2 27 5 26 0 39 4 28 5 18
Medium 5 30 5 30 4 32 4 30 4 31 5 18

High 7 27 9 27 6 27 0 26 4 29 9 45

Leverage by GRM Low 9 24 16 23 8 27 4 26 6 28 9 23
Medium 0 35 0 36 0 36 0 43 0 35 0 23

High 7 24 0 25 7 23 0 26 6 26 9 36

Liquidity by GRM Low 7 23 0 43 7 24 0 48 6 26 9 27
Medium 0 35 0 23 0 36 0 35 0 35 0 32

High 9 25 16 18 8 26 4 13 6 27 9 23

Growth by GRM Low 9 22 16 27 8 25 4 30 6 26 9 32
Medium 0 35 0 39 0 35 0 48 0 36 0 18

High 7 26 0 18 7 26 0 17 6 26 9 32

Notes: 1. "Low" are below 33" percentile and "High" are above 66" percentile, both calculated at the Standard Industrial Classification 3 digits level.

2. Low-growth, resource-rich (“high” liquidity and “low” leverage) or high-growth, resource-poor firms (“low” liquidity and “high” leverage) were

identified with unmatched growth-resources. All other combinations were identified as matched growth-resource.
Due to rounding, figures may not add up to totals.

Source: Statistics Canada, administrative database of corporation income tax returns
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Appendix C
Figure C1 Distributions of acquired firms in 1997 by growth-resources characteristics
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Sources: Statistics Canada, administrative database of corporation income tax returns.

Figure C2 Distributions of acquired firms in 1996 by growth-resource characteristics
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