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anadians_
support their
banks, insurers

NO BAILOUTS NEEDED

Institutions still
have appetite for
financial 1ssues

By EoiN CALLAN

The crisis that has crippled the
global banking svstem revealed
a fatal weakness at the heart of
many of the world's bigrest fi-
nancial institutions: theyv did
not have enough capital

As turbulent markets un-
leashed wave after wave of
heavy losses over the last vear,
international banks have been
forced to seek fresh invest-
ment, only to find it in increas-
ingly short supply, forcing
them toturn to government.

Drained of reserves and
with little alternative, many
institutions have accepted
povernment bailouts.

Yet Canada's financial in-
stitutions have so far distin-
guished themselves by sur-
viving on private funding,
managing to replenish their
depleted reserves from a pool
of domestic capital.

In the last three months
alone, Canadian financial insti-
tutions have raised more than
$10-billion by issuing common
equity and preferred shares.

The buying has been over-
whelmingly dominated by lo-
cal investors, according to deal-
makers privy tothe order lists.

This partly reflects the trad-
itional tight-knit and clubby
nature of Bay Street, but it is
also a sign of 4 new wave of fi-
nancial isolationalism sweep-
ing the world.

Foreign investors are re-
treating to their home coun-
tries while Canadian insti-
tutional investors are using
fewer air miles.

“Whenever we g0 through
down cyvcles we get a contrac-
tion, evervone retrenches back
tothe companies they are most
familiar with,” says Lawrence
Lewis, head of equity capital
markets at Scotia Capital.

This trend has accelerated
dramatically since the waters
were tested early in 2008 by
CIBC, Canada's fifth-largest
bank, which was the first to
raise capital in this evele and
saw strong interest from over-
zeas hedge funds.

“The foreign buvers just
aren't there anyvmore,” sayvs
Roman Dubczak, head of
equity capital markets at CIBC
World Markets, who led the
capital raising for the bank.

But Mr. Dubczak saws it was
a tough task at the time to ex-
plain to investors why they
should participate in a fund-
raising for a bank struggling
todigest losses,

The deal to raise $2.9-bil-
lion was controversial at the
time, but looks positively pre-
scient following the 440% drop
in Canadian bank valuations
since then, The depressed
valuations made banksand in-
surers reluctant to issue com-
mon equity as markets nose-
dived and risks mushroomed
following the collapse of Leh-
man Brothers on Sept, 15.

But the furrowed brows of
investors and regulators as
they watched pillars of Wall
Street crumble became im-
possible toignore.

TD's Ed Clark was the first
to break the ice, issuing $1.4~
billion in common shares dayvs
after disclosing fresh write-
downs.

“He found himself on the
wrong side of a trade and he
acted decisively. It was re-
freshing,” said an institutional
investor.

Up next was Manulife Fi-
nancial Corp., which raised
one of the biggest follow-on
equity issues in Canadian cor-
porate history

The deal was handled by a
team at Scotia Capital with
more than a century of com-
bined experience, led by David
Skurka, managing director,
John Sherrington, vice-chair-
man, and Mr. Lewis.

“Manulife came t0 us look-
ing for a capital markets solu-
tion in the latter part of Nov-
ember,” says Mr. Lewis,

The Scotia team deploved a
strategy that is relativelv rare
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CIBEC World Markets Dealmakers, back row, firom left, Christopher Blackwell, Sean McIntyre, Geoffrey Belsher, Brian Hanson,
Rick MeCreary, Scott Kevworth, Ted Nash, Dick Falconer, Chris Hind, Paul Spafford. Seated, John Walker and Kevin Li.
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Scotia Capital equity team, from left, Philip Smith, Burhan Khan, Michael Clabby, Lawrence Lewis, David Skurka, John

outside of Canada known as a
bought deal, when trusted in-
vestors are “brought over the
wall” in secret and asked to
commit to buving some of the
shares before the sale is public.

The issue took place amid
wild swings in Manulife's
share price, including a rally
of 18% and a fall of 15% in the
days before the transaction
wias announced.

But the public offering
closed at a4 modest discount
to the trading price of 5%, in

MeCartney, John Sherrington, and Mary Vitug.

what advisors said was a “tes-
tament to the quality and visi-
bility of the company and and
expertise of the management.”

The capital raising leaves
the insurer well capitalized
going into a period of consoli-
dation, as weaker competi-
tors are bought up by health-
ier rivals, according to Scotia,
which led the Canadian league
table for financial services
deals in 2008,
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