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Macro-economic indicators: Canada

Challenged by recent political developments including NAFTA,  
U.S. tax reform and trade disputes, several of Canada’s broad 
economic indicators have recently yielded less positive results  
than in the prior few quarters. 

XX In January the Bank of Canada held its policy interest rate at 
1.25%. Conversely, the U.S. Federal Reserve increased interest 
rates by 25 basis points to 1.50%-1.75% in March. 

XX Expectations for Real GDP growth in Canada for 2018 were 
projected to slow from 3% to 2.2%, according to the Bank  
of Canada’s most recent January Monetary Policy Report. 

XX The S&P/TSX Composite Index fell to 15,268.70 by the end  
of the first quarter of 2018, a 5.8% decrease since the close  
of Q4 2017. 

XX In the month of March, the Canadian economy lost 72,600 
net jobs. This net decrease in Canadian jobs followed a loss of 
88,000 jobs in January and a gain of 15,400 jobs in February. 

XX The Canadian dollar closed at 0.7757 USD at the end of Q1, 
representing a 1% decrease from the previous quarter. 

 

Q1 2018: Deal killers, technology edition—Part 1

Navigating a divestiture can be a gruelling experience that requires a 
balance of patience and preparation for any business owner. A typical 
sale process can take anywhere from eight to 12 months, or longer, and 
there are a good number of factors which can stall or completely derail 
a deal along the way. Understanding some of the common pitfalls 
and roadblocks can help business owners prepare for them, and lessen 
the potential for these transaction components to turn into material 
challenges. This article discusses factors that can create material 
headwinds in a deal such as information quality, working capital, value 
expectations, shareholder attachment, and timing. 

Quality and availability of information

M&A deals are typically subject to a rigorous due diligence process 
in which the buyer takes an in-depth look at the target company’s 
financial information—not to mention operational, legal, HR and other 
data. Inaccurate, inconsistent, and misleading financial information can 
cause a buyer to have second thoughts about a transaction. It’s not 
outside the realm of possibility for inadequate information to result 
in a purchase price adjustment, or kill a deal entirely, simply because 
the buyer is unable to get comfortable with the business’ activities. 
Improving a business’ finance function and reporting capabilities well 
prior to commencing a divestiture process can ease the path of a 
successful transaction.
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Sources: Bank of Canada, Capital IQ, Federal Reserve, Statistics Canada

https://www.bdo.ca/en-ca/industries/manufacturing-distribution/overview/?utm_source=bdo.ca&utm_medium=pdf&utm_campaign=manufacturing-ma-q2
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Valuation

Unlike deals in most industries, which are typically valued 
on a multiple of earnings or EBITDA, technology deals often 
employ alternative methodologies such as revenue multiples to 
determine a market price. Buyers seek to break down revenue 
into sub-streams (e.g., SaaS, subscription, hardware, consulting) 
as well as to segregate recurring revenue from non-recurring 
revenue. Further, different types and streams of revenue tend to 
garner different pricing metrics in the market, together driving the 
ultimate value of the business. Articulating each type of revenue 
earned by a business, and the relevant pricing approach in the 
current market, is a worthwhile exercise in advance of a divestiture 
process. Developing a realistic understanding of a business’ most 
likely value early on can help to avoid significant valuation gaps 
between a buyer and seller later in the process.

Working capital issues

Working capital is an often misunderstood metric in M&A 
transactions, and it is commonly overlooked when establishing a 
purchase price based on the typical income or EBITDA multiple 
approaches. Working capital represents the operating liquidity 
available to a company measured by current assets less current 
liabilities, and usually excludes net debt and taxes. The level of 
working capital in a business is of great importance to a buyer, as it 
ensures they will have adequate day-to-day capital to operate the 
business following the acquisition date. Usually, a working capital 
peg or target is agreed upon and assumed in the purchase price. At 
the acquisition date, the level of working capital above or below the 
peg is paid by the buyer or seller. Disagreements can arise around 
what buyers and sellers consider a “normal” working capital level, 
the underlying calculation of the peg and the treatment of items 
such as cash, debt and taxes. 

Three working capital issues that are common in the technology 
industry are the treatment of unearned revenue, the inclusion 
of Scientific Research and Experimental Development (SR&ED) 
receivables, and the notion of negative working capital.

Unearned revenue

For a subscription-based business, unearned revenue represents 
the annual pre-payment of software licences and is a balance 
sheet liability which is released to income over the contracted 
service period. As the cash associated with these future revenues 
has already been collected but the obligation to provide services 
remains outstanding, the future liability remains unfunded on 
closing. Understanding a business’ unearned revenue, and providing 
the information required for a buyer to gain comfort with this 
number, is often a key deal point.

SR&ED receivables

Conversely, a target business that qualifies for SR&ED credits may 
record a related receivable on the company’s balance sheet. SR&ED 
expenditures can represent expenses and activities which took 
place before the transaction closing date. As such, the seller should 
be entitled to the value of SR&ED claims. A seller should seek to 
recover the SR&ED receivable and typically wouldn’t include these 
amounts in the determination of a working capital peg.

Negative working capital

Another common issue in technology deals is the existence 
of negative working capital. Negative working capital can be 
troublesome for some buyers to swallow as it signifies an additional 
capital investment that is theoretically required to run the business 
post-close. However, negative working capital ultimately means 
that a business is able to get paid by customers before it pays 
its suppliers, and certain businesses continually operate in this 
manner successfully. Further, the business would likely continue to 
operate this way post-closing, and the theoretical working capital 
investment wouldn’t actually need to be made. This issue is among 
the more challenging of transaction disputes, and the conclusion is 
typically part of a host of negotiation points. 

To avoid working capital pitfalls which can stall or shut down a 
transaction, business owners should understand their company’s 
working capital requirements and have the financial information 
required to support the calculation.

Encountering some transaction issues may be 
unavoidable, but preparing for the most common 
pitfalls is key to reducing the number of risks 
and delays during a divestiture process. Hiring 
an experienced advisor can be an important 
part of this preparation, which ultimately drives 
incremental value in a transaction.
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Selected Q1 2018 – Canadian tech transactions

In Q1 2018, a total of 109 technology-related transactions  
were closed or announced. Seven selected deals have been 
highlighted below. 

1. Apple Inc. (NasdaqGS:AAPL) acquired Doe Pics Hit Inc. 
on January 2, 2018. Financial information was not made 
available. Apple Inc. (NasdaqGS:AAPL) manufactures 
and markets mobile communication devices and personal 
computers, and is headquartered in Cupertino, California. 
Doe Hit Pics develops a mobile iteration platform for 
iOS and Android applications. The company is located in 
Vancouver, British Columbia.

2. The Toronto-Dominion Bank (TSX:D) acquired Layer 6 AI 
on January 8, 2018. Financial information was not made 
available. The Toronto-Dominion Bank provides personal 
and commercial banking products and services in Canada 
and the United States. The company is headquartered in 
Toronto, Ontario. Layer 6 AI offers a platform to deploy 
machine learning solutions through artificial intelligence, 
and is headquartered in Toronto, Ontario.

3. Audioboom Group Plc agreed to acquire Triton Digital 
Canada for approximately CAD$234 million, in a deal 
that was announced on February 13, 2018. Audioboom 
Group Plc is a digital marketing service provider based in 
Jersey, United Kingdom. Triton Digital Canada develops SaaS 
solutions for online audio industries. The company is located 
in Montreal, Quebec.

4. Lucara Diamond Corp (TSX:LUC) entered into an 
agreement to acquire Clara Diamond Solutions 
Corporation for CAD$56 million on February 25, 2018. 
Lucara Diamond Corp (TSX.LUC) is a diamond mining 
company headquartered in Vancouver, British Columbia. 
Clara Diamond Solutions Corporation develops and 
operates a cloud platform for the diamond industry, and is 
headquartered in Canada.

5. Brisio Innovations Inc. (OTCPK:NTCE.F) signed a definitive 
agreement to acquire NameSilo for CAD$10 million on  
March 7, 2018. Brisio Innovations is involved in the 
acquisition, development and marketing of software 
applications for mobile computing devices, and is located 
in Vancouver, British Columbia. NameSilo provides domain 
name registration and management services. The company 
is headquartered in Phoenix, Arizona.

6. Legado Capital along with Roynat Equity Partners acquired 
Kivuto Solutions. The deal was announced on March 9, 2018. 
Financial information was not made available. Both Legado 
Capital and Roynat Equity Partners operate as private 
equity firms with headquarters in Canada. Kivuto Solutions 
Inc. provides digital distribution solutions. The company is 
headquartered in Ottawa, Ontario.

7. Vogogo Inc. (CNSX:VGO) entered into an agreement to 
acquire Crypto 205 Inc. for CAD$51 million on March 13, 
2018. Vogogo Inc. (CNSX:VGO) is engaged in the provision 
of payment processing and related transaction risk services. 
The company is headquarter in Calgary, Alberta. Crypto 205 
Inc. engages in the business of mining crypto currencies. The 
company is located in Pointe-Claire, Quebec.
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DEAL ACTIVITY
(CANADIAN TARGETS, BUYERS OR BOTH)

DEAL ACTIVITY
(STRATEGIC V. FINANCIAL BUYERS)

DEAL ACTIVITY
(INCL. LATEST ANNOUNCED BUT NOT YET CLOSED DEALS)

Note: The above deal activity charts present deals involving 
Canadian targets, Canadian buyers, or both Canadian target and 
Canadian buyer.

Source: S&P Capital IQ
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ABOUT BDO

BDO is one of the nation’s leading providers of assurance, accounting, tax, and 
advisory services. With strengths firmly rooted in the communities we serve, 
our professionals deliver highly individualized services informed by deep industry 
knowledge and nearly 100 years of experience working in local markets throughout 
the country. And with resources across Canada and around the world, BDO 
provides seamless and consistent cross-border services to clients with 
international needs. 

ABOUT BDO’S TECHNOLOGY & LIFE SCIENCES PRACTICE

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 offer 
support at 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 1,400 offices in 
more than 150 countries around the world. Highly entrepreneurial, we truly 
understand the issues your business faces, and we’re dedicated to providing 
exceptional client service, every day. 
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