4 BUSINESS

Colo. investment bankers
share thoughts on 2008

Will Colorado companies be buying and selling as
much in 2008 as before? To get a sense of the outlook for
deals and the credit environment, Rocky Finance Editor
David Milstead quizzed local investment bankers this
week via e-mail. Highlights follow:

m Is the worst news in the credit
markets behind us now?

Franson: Probably not for some
sectors of the market, particu-
larly real estate and housing-re-
lated business.. . . It is our belief
that the credit market volatility
tends to be sector specific, and
many sectors of the economy
continuequite strong.

Seefried: Probably, but there is
some small risk of a larger and
significant systemic problem.
Credit markets function effi-
ciently when they have good in-
formation. Since July, the mar-
ketshave been digestinga string
of new information that was pre-
viously not known or generally
available. There is more pain to
come in subprime-land, and the
spillovers will continue to im-
pact markets, but the expecta-

tion of such events is now more
anticipated.The marketis condi-
tioned for bad news.

Nielsen: No, some mortgage-
backed securities originating in
2005 are beginning to trade in
therange of 30 to 40 cents on the
dollar, and very few mort-
gage-backed securities originat-
ed in 2006 or 2007 have begun to
trade. When the 2006 and 2007 se-
curities begin to trade, more
write-downswill occur.

m What s the biggest risk factor for
2008 — the U.S. dollar, the housing
market, the price of oil or some-
thing else?

Mayer: People want to see
signsthat the worstis overin the
well-publicizedareas of difficulty
— the subprime market, the
housing bubble, price of the dol-

lar. In many ways, 2008 is a
wait-and-see year, particularly
astheupcomingelectionnears.

Seefried: We will see the most
discussion in the financial press
regarding the spillover of housing
into the broader economy — that
isindeed a significantrisk to moni-
tor. The biggest risk in 2008 is
more systemicin natureandisre-
lated to market liquidity. Impor-
tantly, there is very little way to
hedgeagainstilliquidity.

Nielsen: $1.2 trillion of insured
municipal securities will suffer a
rating downgrade when the
mono-line insurance companies
are downgraded;the federal gov-
ernment not responding to the
credit crisis; single-family hous-
ing starts0f700,000,downfroma
high of 1.4 million. Commercial
real estate starts willfollow hous-
ing starts as well as remodeling
products and services. Auto
saleswill continueto follow hous-
ing starts.

m Will there be a higher level of
M&A activity in 2008? What kind of
increase or decrease will we see in
deal count and transaction dollar
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Mayer: Overall transactiondol-
lar volume may decline slightly
in 2008 due to an absence of the
mega-deals that occurred over
the pastfewyears. However,mid-
dle market deal volume may ac-
tually experience an uptick.
Right now, our backlog of trans-
actionsis at a historichigh point.
We attribute that to companies
wantingtodoadealin 2008 while
valuations are still attractive
and hedging their bets against a
prolonged market downturn.
Many business owners are wor-
ried about anincreasein the capi-
tal gains rate after the next elec-
tion.

Nielsen: We believe there will
be a higher level of M&A activity
for the privatelyheld middle mar-
ket companies of approximately
5 percent in 2008. Deal value for
privately held middle market
companies is expected to in-
crease from $37 million in 2007 to
$41 millionin 2008.

m Will access to capital be tougher
or easier by the summer of 2008?
Franson: It will continue to be
more difficult than the “go-go”
marketsof2003 throughthe mid-
point of 2007. There is still sub-
stantial capital available from
private equity funds, with al-
most $300 billion raised in 2007
alone. Depending upon what as-
sumptions you use for leverage,
one can build a case for well over
$1.5 trillion of buying power on
the sidelineswaitingto beinvest-
ed by the private equity firms.
Seefried: It is more likely that
access to credit will be easier.
Many of the problems facing the

to the participants; more infor-
mation and experience will re-
duce discomfort. Also, much of
the “credit crunch” tightness is
related to supply overhang —
too much debt product trying to
squeeze into a now-constricted
market.

m As credit got squeezed in 2007,
strategic buyers were catching up
with financial buyers, who had
been winning out thanks to access
to cheap money. How will this
evolve in 2008?

Franson: 2008 will be a more lev-
elplayingfield for strategicand fi-
nancial buyers. Debt multiples
in the double digits with unlim-
ited capital will not be available
to the financial buyers, and this
will have a moderate dampening
effect on valuation multiples
from unprecedentedlevels. This
change will make the strategic
buyers more competitiveas they
have been in the past, as they
have strategicreasons for acqui-
sitionsbeyond cheap capital.

Mayer: Both financial and stra-
tegic buyers will be active in
2008. In particular, international
strategics will continue to in-
crease their presence due to for-
eign companies’ desire to get a
footholdinthe U.S. and the weak-
ness of the dollar. For sellers,
this is good news since it will in-
crease competition and provide
access to a wide variety of differ-
ent typesofbuyers.

Forfulltranscripts,see
Milstead’sblog, Material Disclo-
sures,on RockyMountain
News.com.
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