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The 2015 BDO Technology RiskFactor Report examines
the risk factors listed in the most recent annual
financial statements of Canada’s publicly traded
technology companies. The risk factors were analyzed
and ranked in order of frequency cited.
The growth outlook for the Canadian economy may be uncertain thanks, in part, to depressed oil
prices, but according to the 2015 BDO Technology RiskFactor Report, the technology sector remains
optimistic. Deal flow and investment interest in technology are strong, while the supply of talent,
capital and innovation remains a major concern for public tech companies.
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Top 25 risk factors for Canadian technology companies

“Canada may be facing strong
economic headwinds, but tech
companies are seeking to use some
of the negatives to their advantage.
As the Canadian technology sector
looks to expand outside Canada,
their exposure to slower-thananticipated economic recovery
may be mitigated by global growth
opportunities.” said Scott Rodie,
partner and leader of the Technology
& Life Sciences practice at BDO.

2015 Rank

Risk Factors (descending in order of frequency)

#1

Competition in the tech industry, pricing pressures

2015

2014

85%

83%

#1t

Ability to attract or retain key personnel

85%

77%

#3

Failure to develop or market new products or services

80%

79%

#4

Foreign currency fluctuations

76%

77%

#4t

Inability to acquire capital or inadequate liquidity

76%

64%

#6

General economic conditions

72%

70%

#6t

Intellectual property infringement

72%

70%

#8

Cyclical revenue and stock fluctuations

63%

53%

#8t

Risks related to suppliers or third-party vendors

63%

74%

#10

Federal or local regulations

61%

62%

#10t

Threats to international operations and sales

61%

58%

#12

Legal proceedings

59%

58%

#13

Predicting customer demand and interest

56%

53%

#14

Equipment failure and product liability

54%

51%

#15

Credit worthiness of a customer, partner, vendor or supplier

48%

51%

#16

Quarterly results fluctuation

46%

49%

#17

Failure to execute corporate strategy

44%

64%

#17t

Management of current and future M&A and divestitures

44%

47%

#19

Loss of a major customer

39%

36%

#20

Labor concerns

33%

40%

#21

Natural disasters, war, conflicts and terrorist attacks

31%

30%

#22

Cost and availability of raw materials and commodities

30%

23%

#22t

Ability to maintain or implement operational infrastructure

30%

28%

#22t

Breaches of technology security or privacy

30%

32%

#25

Insurance costs and potential uninsured liabilities

28%

36%

#25t

Environmental or health compliance and liability

28%

26%

#25t

Indebtedness

28%

34%

#25t

Accounting, internal controls and compliance standards

28%

34%

*t indicates a tie in the risk factor ranking
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Economic drag: the good and bad news
In March 2015, when public tech companies issued their annual reports, tech stocks were
surging as the loonie steadily declined and the Bank of Canada mulled further interest
rate cuts. According to Financial Post, the S&P/TSX Capped Information Technology Index
grew by nearly 12 percent in the first quarter of 2015. Industry observers have suggested
that the devaluation of the loonie is translating to higher margins for tech companies
sourcing goods and services in domestic currency while their sales in the U.S. grow, driving
increased revenues. But the reality may not be so clear-cut. Production costs, lag time
to market and supply chain logistics all need to be carefully balanced to capitalize on the
benefits of a lower Canadian dollar, and any shift in this dynamic could prove challenging
for the sector. It comes as little surprise, then, that general economic conditions and
foreign currency fluctuations remain among the top 10 risks for the sector, reported by
72 percent and 76 percent of companies, respectively. Capital market risks have also
elevated, with 76 percent of companies expressing concern about their ability to access
capital in the coming year—a 19 percent jump from last year..
Similarly, depressed oil prices have squeezed the Canadian economy, which could
potentially provide benefits to the technology industry. Nevertheless, uncertainty in the
commodities markets worries the technology industry, with 30 percent of companies
noting risks related to commodity costs and sourcing raw materials this year, a significant
increase from 23 percent last year.
Further supporting the strength of Canada’s tech industry, private investors are also
becoming increasingly enthralled with the sector. The Canadian Venture Capital
Association (CVCA) reports that venture capital funding in the industry has increased
19 percent since 2012. U.S. VC and private equity (PE) firms, in particular, are recognizing
the value that lies in the Canadian tech market, with some of last year’s larger deals being
backed by Silicon Valley investors such as Accel Partners, Sequoia Capital and Bessemer
Venture Partners. The interest seen across the public and private spheres points to good
prospects for technology companies.
In this uncertain environment, tech companies appear concerned that their business
results may experience volatility or unpredictability. Sixty-three percent of companies
report worries about the potential for variations in revenue, stock price or profitability,

up 19 percent over last year. Another 46 percent cite concerns tied to fluctuations in their
quarterly results. Concern about losing a major customer has also grown slightly more
prevalent, cited by 39 percent of companies, compared to 36 percent in 2014. The credit
strength of business partners, suppliers and customers remains a frequently cited risk
factor, reported by 48 percent of companies.

Sluggish Economy Heightens Revenue Risk
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“The results of this year’s Technology RiskFactor Report
point to continued wariness in the tech sector as the
economy continues to struggle,” said Peter Matutat,
partner with BDO’s Technology & Life Sciences practice.
“While the leading risks—such as exchange rate
fluctuations and commodity price volatility—could be
working in technology companies’ favour right now, it
seems clear that even small shifts in conditions could
turn current opportunities into future challenges.”
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“There are signs that deal activity may accelerate as we
near the end of 2015,” said Bruno Suppa, Transaction
Advisory Services partner with BDO. “Economic
conditions are creating a favourable climate for both
strategic and financial buyers alike, which in turn may help
technology companies on a number of levels—companies
may be able to scale up through strategic acquisitions,
use the proceeds of a transaction to make key business
investments or even shed assets that may no longer
be serving their needs. A promising deal environment
could help foster continued agility in the sector.”

Deal activity and public offerings in the tech sector got off to a slow start this year.
According to our Q2 2015 analysis of transactions in the technology, media and
telecoms space, deal activity cooled off in the first half of the year, with 82 transactions
completed, a 24 percent drop from the same period last year. However, investors seem
confident that activity will pick up, underscored by Shopify’s highly successful IPO at the
end of the second quarter. While the transaction environment appears to be favorable
for technology companies in the present, they remain acutely aware of the associated
risks, such as failure to identify and act on acquisition targets or difficulty integrating
businesses. As a result, 44 percent cite risks related to M&A activity this year, roughly
consistent with 2014.

Fostering innovation: the Canadian advantage
Innovation has been key to the tech sector’s growth, as evidenced by well-known
Canadian tech companies like Shopify and Hootsuite. As a result, the industry remains
intently focused on its ability to continue the innovation that has allowed it to succeed
in the marketplace. Four-in-five companies cite their ability to create and market new
products as a risk in their annual reports this year. At the same time, slightly less than
two-thirds of Canadian companies list regulation as a threat to their operations—a
stark contrast to BDO USA’s 2015 Technology RiskFactor Report, in which all companies
analyzed point to regulation as a risk—suggesting that the Canadian regulatory
environment may be less onerous to navigate than the United States’.
Canada continues to be a less litigious environment as well, with 59 percent of companies
citing legal proceedings as a risk, compared with 93 percent of public tech companies in
the U.S. However, intellectual property infringement and trademark violations are areas
where tech companies in Canada remain deeply concerned, with nearly three-quarters
citing IP protection and violations as a concern. Meanwhile, 28 percent are worried about
environmental or health compliance.

Innovation Risks Remain Modest
Intellectual property protection or violations
Federal or local regulations
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What could slow this growth?
The tech sector has reason for optimism amid a dampened economy, and it shows in
the number of companies citing their ability to execute corporate growth strategies
as a risk in the coming year: Forty-four percent note this risk in their annual reports,
dropping 31 percent from last year. However, there are still several other risks companies
face that could impede their prospects—specifically, the constantly evolving nature
of the technology space creates persistent threats in the form of fluctuating customer
demand and the ability of companies to maintain reliable systems and safe products.
Fifty‑six percent of companies cite changes in customer demand as a risk to their business,
a 6 percent uptick from last year.
“Canadian businesses and consumers are as quick to embrace innovative products
as technology companies are to develop them,” said John Keserich, partner in
BDO Canada’s Technology & Life Sciences practice. “However, the fickle nature of
consumption, either as a result of changing customer preferences or challenging
economic times, is a constant threat lingering in the background.”
Meanwhile, rising global interest in networked and cloud services are also highlighting
potential security threats. Nearly one-third of companies this year express concerns about
avoiding cybersecurity breaches, and another 30 percent worry about their ability to
maintain the integrity of their IT systems and infrastructure.

Fifty-four percent of companies also cite risks related to product liability associated with
equipment failures or manufacturing problems. Supply chain issues remain a top 10 risk,
as well, with 63 percent noting supplier and vendor concerns this year. Meanwhile, risks
related to natural disasters, wars and terrorist attacks remained fairly level year-over-year
at 31 percent.
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A talent trough
Though there are a number of risks Canada’s technology companies must navigate in order
to maintain growth and profitability, one of the more pronounced challenges they face is
sourcing and retaining highly skilled employees. Great minds and innovative thinking are
at the heart of every thriving technology company, but finding the right talent is driving
significant concern: A substantial majority of companies (85 percent) cite their ability to
attract and retain key technical and management personnel as a risk this year, tied with
competition as the most frequently cited risk.
The problem isn’t unique to the Canadian tech market either. Talent concerns have
escalated in the U.S. as well, with 95 percent of the top public tech companies citing this
risk in BDO USA’s 2015 Technology RiskFactor Report. The skills gap is very real for the
technology sector—although Canadian universities continue to work to educate the next
generation of tech leaders, the lag time between getting the new talent up to speed and
the market’s current needs continues to keep labour supply and demand in disequilibrium.

Strong promise for
the future
Despite Canada’s economic instability, it’s a promising time for the tech industry.
Homegrown tech companies have drawn more global attention to the nation’s innovative
climate, and the environment is ripe for investment. Competition will remain fierce,
especially for the talent that can help take emerging companies to the next level.
“Canada’s tech companies are gaining momentum,” said Rodie. “The country’s major
tech hubs are building highly successful, integrated networks for entrepreneurs to
find the talent and funding they need to take advantage of the current environment
and grow.”
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To learn about how BDO can help your company with these and other challenges, contact your local BDO office or one of our Technology & Life Sciences Practice leaders below:
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VANCOUVER

Scott Rodie
BDO T&LS Practice Leader
Partner, Audit
514 931 5796
srodie@bdo.ca

Peter Matutat
Partner, Audit
905 946 5470
pmatutat@bdo.ca

Alex Hardy
Partner, Audit
519 576 5220
ahardy@bdo.ca

John Keserich
Partner, Audit
604 443 4731
jkeserich@bdo.ca

Albert Pesce
Partner, Tax
514 931 0841 ext. 2402
apesce@bdo.ca

Bruno Suppa
Partner, Advisory
416 369 3103
bsuppa@bdo.ca

Harry Chana
Partner, Tax
905 946 5457
hchana@bdo.ca

Daryl Maduke
Partner, Tax
604 443 4745
dmaduke@bdo.ca

About BDO’s Technology & Life Sciences practice

About BDO

BDO’s dedicated team of professionals serving the Technology and Life Sciences sectors
brings you broad-based experience, in-depth knowledge and business savvy that can
be critical to your success. Our professionals propose solutions to your challenges and
support every phase of your growth from start-up to listed public company. The BDO
T&LS team, comprised of leaders in key markets across Canada, brings together the
resources of our global network of over 1,300 offices in more than 150 countries around
the world. We are entrepreneurial, we understand your issues, and we are focused on
providing you with exceptional client service.

BDO is one of the largest national accounting and advisory partnerships in Canada
with over 100 offices nationwide. Our professionals have the expertise to serve ownermanaged businesses, large enterprises, public companies, the public sector, and
communities and not-for-profit organizations in a broad range of industries. As a member
firm of the international BDO network, we also have access to advisors around the globe
with more than 1,300 offices in over 150 countries.
www.bdo.ca/technology

BDO Canada LLP, a Canadian limited liability partnership, is a member of BDO International Limited, a UK company limited by guarantee, and forms part of the international
BDO network of independent member firms. BDO is the brand name of the BDO network and for each of the BDO Member Firms.

