
1Copyright 2011 KeyStone Financial Publishing Corp.

                    KeyStone’s Income Stock Report          November 2011                   KeyStone’s Income Stock Report           November 2011Quick Company Update

Canmarc REIT Receives Unsolicited Acquisition Bid for $15.30 per Unit; Offer Provides 
Substantial Short-Term Value to Current Investors 
Canmarc REIT (formerly Homburg Canada REIT) (CMQ.UN: TSX)
Recommendation: SELL (previously BUY)
Fair Value Assessment: $15.23
Industry: Finance – Real Estate Investment Trust
Recommended: October 2010
Recommendation Price: $10.95
Current Price: $15.80
Yield: 6.0%

EVENT 
Cominar REIT announced that it intends to make an all cash offer to acquire 100% of Canmarc REIT (CMQ.UN) at a price of $15.30 per unit.

IMPACT 
Positive

ACTION
We have elected to revise our rating to SELL (previously BUY) to take advantage of a market price currently higher than the acquisition offer.

DISCUSSION 
Today, Canmarc REIT announced that on November 5th, 2011, it had received an unsolicited proposal from Cominar Real Estate Investment Trust, 
pursuant to which Cominar proposed to acquire 100% of the outstanding units of CMQ.UN on a fully diluted basis, for an all cash purchase price 
of $15.30 per unit. Under the proposal, Cominar would also offer CANMARC unitholders a unit election option pursuant to which holders of units 
would exchange CMQ.UN units for Cominar units, with an aggregate maximum of 16 million Cominar units available pursuant to this option. 
Cominar REIT sought to sign definitive agreements within a seven day period and indicated that it would be prepared to immediately announce 
its intention to make its offer, by way of takeover bid, directly to the unitholders of CANMARC failing CMQ.UN’s agreement to enter into such 
exclusive negotiations by 5:00 p.m. on November 27, 2011. The Board of Trustee’s stated that a 48 hour period was not a sufficient time period for 
the REIT to determine a suitable course of action and that a special committee of independent board members has been formed to evaluate the 
transaction and determine if any alternatives exist. In the interim, CMQ.UN is encouraging unitholders not to take any action with respect to the 
proposed offer.

At this point, it appears as if CMQ.UN is not rushing into a decision with respect to the offer. Our view on the offer is that it represents a fair 
price and an attractive opportunity for current unitholders. Based on their Q3 results, the acquisition price would represent a valuation multiple 
of approximately 14.5 times annualized funds from operations (FFO) and 15.6 times annualized adjusted funds from operations (AFFO). We 
consider these valuation metrics to be attractive for current unitholders relative to the comparable REIT in Canada, which we have determined to 
be approximately 12.5 times annualized FFO for the mid-cap REIT space (to which CMQ.UN belongs) and approximately 14.8 times FFO for the 
large-cap REIT space. The acquisition price also represents a 39.7% premium to our initial recommendation price in October of 2010 and a 15.2% 
premium to the closing price on Friday, November 25th. Making the situation more interesting is the current market price for CMQ.UN, which 
was $15.80 as of the close of market on Monday, November 28th, is $0.50 higher than the acquisition offer price. At this price, CMQ.UN is trading 
at a multiple of 15.0 times annualized Q3 FFO. We believe that this built in premium represents the market’s expectation that a higher offer will 
be tendered either from Cominar REIT or another party. However, taking into account the already high valuation, we do not see a lot of potential 
upside from any outside offers.

CONCLUSION
Based on the numbers we have to work with, we believe that selling into the current strength would be the best option for most investors. The current 
valuation of price-to-FFO is high relative to CMQ.UN’s comparables. At a multiple of 15.0 times annualized FFO, CMQ.UN is trading at a valuation 
which ranks the REIT well into valuation levels for the large-cap REIT space. Considering that CMQ.UN is a mid-cap REIT, we would naturally 
expect for its units to trade at a discount to the high-quality, large-cap names. Right now this is an opportunity for investors to lock in a price return 
of 44.3% from the initial recommendation price (52.8% including the income distribution). Considering the current valuation, we have a difficult 
time seeing much more upside in the short term. In the event that the transaction does not go through, we would expect the unit price to decline to 
a level somewhere in between the offer price and the average trading price last week. Under this scenario, investors would have the opportunity to 
re-enter the REIT at a better price if they so choose. The long-term investment thesis of CMQ.UN remains unchanged and investors certainly have 
the option of sticking with the company by continuing to HOLD the shares, and either tendering to or rejecting Cominar REIT’s offer. Our decision 
to sell is based on what we consider to be a good opportunity to crystallize some very compelling profits.

We are maintaining coverage on Canmarc REIT (CMQ.UN) with a rating of SELL (previously BUY) and a fair value assessment of $15.23 per unit. 
Canmarc REIT will be removed from our Moderate-Risk portfolio. 

Canmarc REIT (formerly Homburg Canada REIT) (CMQ.UN: TSX) 
Recommendation: SELL 

Current Price (November 28, 2011).......................................................................................................$15.80
Fair Value...........................................................................................................................................$15.23



2 Copyright 2011 KeyStone Financial Publishing Corp.

                    KeyStone’s Income Stock Report          November 2011                   KeyStone’s Income Stock Report           November 2011

Disclaimer: The information in this publication is derived from sources believed to be reliable. Neither KeyStone Financial, its employees or any affiliated parties guarantee the accuracy of this information or accept any 
liability for losses, financial or otherwise, arising from using these reports. These reports contain forward looking data, which is based on estimates and assumptions. Actual results may differ significantly from the 
estimates contained in these reports. Recommendations contained in these report do not consider the risk tolerance or financial situation of individual users. For personal financial advice, it is recommended that you 
consult a qualified financial advisor.
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Canmarc REIT NO NO NO NO NO

2008a; 2009e
The term (a) refers to the actually results that a company has posted on 
its financial statements. The term (e) refers to analyst estimates of future 
results. 

Book value (BV) 
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities. Also referred to as Shareholder Equity. (The value of a com-
panies assets, on its Balance Sheet, does not necessarily reflect the true 
value of assets).

Cash Flow from Operations (CFO; Operating Cash Flow)
The cash inflow that a company receives during a period, resulting from 
operating activities (does not include Cash Flow from Investing or 
Financing). 

Current ratio
One of many ratios designed to evaluate short-term liquidity of a 
company. Calculated as current assets divided by current liabilities, this 
ratio gauges the level of cash resources relative to current liabilities as a 
measure of cash obligations (the ratio should be greater than 1).

D/E: Debt-to-equity ratio 
A measure of a company’s financial leverage calculated by dividing long 
term debt by shareholders equity. It indicates what proportion of equity 
and debt the company is using to finance its assets (a lower ratio indi-
cates lower relative debt ratios).

EBITDA 
Earnings before interest, taxes, depreciation, and amortization. EBITDA 
is calculated as revenue minus expenses (excluding tax, interest, depre-
ciation, and amortization).

EPS: Earnings per share 
A company’s earnings available to common shareholders, also known as 
net income or net profit, divided by the number of shares outstanding.

Fair Value
The price at which an analyst believes a company’s stock should be 
priced. Although this value is based on intelligent analysis, it in no way 
is a representation of what the company’s share price will be trading at 
given any period of time. The analysis used to determine Fair Value is 
based on numerous assumptions and uncertainties. Fair Value should 
be used only as a general guide to investing and should not be depended 
upon. 

FCFE: Free cash flow to equity
Cash flow from operations less working capital requirements, sustaining 
capital expenditures and scheduled debt repayments. FCFE consists of 
cash inflows that are available to the shareholders of the company. 

Net working capital surplus (deficiency) 
A measure of the company’s ability to carry on its normal business 
comfortably and without financial stringency, to expand its operations 
without the need of new financing, and to meet emergencies and losses. 
Calculated by deducting current liabilities from the current assets (as 
positive figure is a surplus, whereas a negative figure is a deficiency).

P/B: Price-to-book ratio
Calculated as a stock’s market value (current closing price) divided by its 
latest quarter’s book value. While a lower P/B ratio could mean that the 
stock is undervalued, it could also serve as a sign of weak fundamentals, 
and as with most ratios, this varies a fair amount by industry.

P/CF: Price-to-cash flow ratio
Calculated as a company’s current share price divided by its cash flow 
per share (i.e., free cash flow divided by the number of company’s shares 
outstanding) over the last four quarters (called “TTM,” or “trailing 12 
months” calculation). It is a measure of the market’s expectations regard-
ing a firm’s future financial health.

P/S: Price-to-sales ratio
It is calculated as a stock’s current market price divided by its sales 
(revenue) per share. When calculating this ratio, we use the company’s 
revenue from its latest four quarters, or on a TTM basis.

ROE: Return on equity
A measure of a corporation’s profitability, calculated as net income 
divided by shareholder’s equity. ROE is often useful in comparing the 
profitability of a company to other firms in the same industry.

Tangible Book Value (TBV)
The total value of a company’s assets, on its Balance Sheet, less any li-
abilities and intangible assets such as goodwill. Also referred to as Share-
holder Equity. (Also true asset values likely differ from Balance Sheet 
Values, Tangible Book Value is generally considered a more accurate 
representation of value).

Times Interest Earned
The multiple of Net Income (before interest and taxes) to interest pay-
ments during the period. This assesses a company’s ability and margin of 
safety, with respect to meeting its interest obligations (a higher number 
is more attractive). 

Yield
The investment return resulting from income distributions. Calculated 
as the annual or annualized interest or dividend distribution, divided by 
the cost of the original investment. 

Ratios and Definitions


