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Q4 2018 Industry 
Performance & Trends

Whitehorn Merchant Capital Inc.’s Software and Technology Industry Report includes performance trends and transactional activity observed in 
this space. This industry is comprised of companies active in Application Software, Data Processing and Outsourced Services, Internet Software 
and Services, IT Consulting and Services, and Systems Software. All financial data has been sourced from Capital IQ.
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Note: 2018 financial performance charts and data are based upon 2018 YTD reported results plus analysts’ consensus estimates for companies Whitehorn tracks.

• The forecasted gross margin in 2018 is 40.5%, slightly lower compared with the previous forecast at the end of Q3 2018 of 43%. This represents 
a slight increase from 2017 levels of 38.4%, but still lags the margins observed within the industry from 2014 to 2016.

• The forecasted EBITDA margin in 2018 is 14.1%, revised slightly lower from the previous forecast of 14.9% at the end of Q3 2018. 2018’s 
forecasted EBITDA margin is over a percentage point lower than the EBITDA margins observed within the industry over the previous four years.

• Revenue growth within the industry is forecasted at 8.0%, revised lower from the previous quarter’s forecast of 10.4%. The forecasted revenue 
growth has been revised lower since the beginning of 2018, with the initial revenue growth forecasted at 13.1% in Q1 2018.
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Sector Performance 
Updates & Outlooks

Average Revenue Growth by Sector
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• The Application Software sector is expected to lead all sectors in revenue growth in 2018, with an expected revenue growth of 18% forecasted. 
• Both the Internet Software & Services and the Systems Software sectors are expected to experience negative revenue growth in 2018. For the 

Internet Software & Services sector, this represent the first negative revenue growth year since 2014.
• The Application Software and the Systems Software sectors are forecasted to experience a slight increase in gross margins compared to 2017 

levels. All other sectors are forecasted to experience similar gross margin levels compared to the previous years.

Key Takeaways
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Quarter in Review

USMCA: The Current Conversation

Q4 2018 Key Highlights
• The CEO of China’s Huawei Technologies was arrested in 

Vancouver in December, allegedly for violating US trade sanctions 
against Iran. The incident has spurred a series of arrests of 
Canadian nationals in China.

• Tech giant Apple will stop reporting unit sales for its iPhone, Mac, 
and iPad beginning in December. The company will continue to 
report its revenue, sales growth, and guidance.

• Facebook is in the process of developing its own cryptocurrency 
called stablecoins. The currency will be tied to the US dollar and 
will be able to be used for transfers over WhatsApp. The company 
is continuing with the development even though Bitcoin is currently 
at a 13-month low at less than USD$4,000.
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Quarter in Review

Online Shopping

• Canadian shoppers buying US goods online will be able to buy 
more duty-free than they can currently.

• Imports below $150 will not be subject to duties, up from the 
current $20; items under $40 will be exempt from sales tax.

• Americans buying Canadian or Mexican goods will see their limit 
decrease from US$800 to US$100.

• Online retailers will benefit; small businesses may be at a 
disadvantage as they are required to collect GST and PST.

Settling Disputes

• NAFTA’s Chapter 11 has been excluded from USMCA, so 
Canada and US corporations no longer have mechanism to sue 
governments whose trade practices they think are unfair.

• Mexico will have some Chapter 11 powers but in limited form.

• National governments will still be able to settle trade disputes using 
Chapter 19’s independent panels.

• Chapter 19’s survival seen as a win for Trudeau and a loss for Trump.

Oil & Gas

• Article 605 of NAFTA, which mandated that the proportion of 
oil exported by Ottawa to the US must remain the same over a 
representative period, has been excluded from USMCA, meaning 
Canada should be permitted to expand its exports to markets 
beyond the US.

• USMCA will make it easier for exporters to qualify for duty-free 
treatment on shipments to other USMCA parties. Specifically, 
diluent, a thinning agent applied to Alberta’s heavy oil which was 
subject to tax under NAFTA, will no longer be taxed as long as it 
makes up less than 40% of the total oil shipped.

• Alberta’s Minister of Economic Development said that this would 
amount to $60 million in savings for energy sector producers.

Quarterly Poll
As Q4 2018 ended, federal equalization payments 
and Alberta separation began making headlines, 
partially fueled by comments from Quebec’s Premier. 
For our inaugural survey, we ask our network to 
weigh in on this topic. Head to our homepage 
(whitehorncapital.com) to answer a few questions 
and check back here next quarter for the results!

General

• The new United States-Mexico-Canada Agreement (USMCA) was 
signed by US President Donald Trump, Canadian Prime Minister 
Justin Trudeau, and Mexican President Enrique Pena Nieto on 
November 30.

• Before signing, a group of over 40 Republican lawmakers wrote 
the US President, begging him to remove language written into 
the USMCA which pledges all three member countries to support 
policies protecting employees form discrimination based on sex, 
including pregnancy, sexual harassment, sexual orientation and 
gender identify. Prime Minister Trudeau defended the provisions.

• President Trump now says that the newly negotiated deal means 
that Mexico is going to pay for the southern border wall he 
promised on the campaign trail.

What You Need to Know

Auto

• Separately, the US and Canada are still attempting to negotiate an 
end to tariffs on steel and aluminum.

• During USMCA negotiations, Canada and the US drafted a side 
letter which outlines details of an agreement to exempt a certain 
amount of Canadian auto parts and vehicles from America national 
security tariffs, should Trump decide to impose them.

• Should Washington impose tariff on cars, Canada will still be able 
to export 2.6 million passenger vehicles to the US every year.

• This side letter is part of the reason Canada is willing to sign 
USMCA while steel and aluminum tariffs are still in place – 
guaranteeing no auto tariffs is more important.

• Mexico had to give up a log on auto manufacturing to protect a 
trilateral deal and avert Trump’s threatened tariffs.

• 75% of North American auto content had to come from USMCA 

member countries – up from 62.5% under NAFTA.

• 40-45% of content must be made by workers earning at least 
US$16 per hour.

• New minimum wage requirements could make Mexico a less 
desirable destination for big auto companies.
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North American 
Software & Tech Companies

Whitehorn closely follows the M&A activity in the North American Software and Services space. Sectors in this space include companies active in 
Internet Software and Services, Application Software, IT Consulting and Services, Data Processing and Outsourced Services, and Systems Software.
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Q4 2018 Software and Technology M&A Activity by Sector

10.7%

• There were 56 M&A transactions tracked in Q4 2018, compared to the 66 transactions tracked in Q3 2018 and the 52 transactions tracked in Q4 
last year.

• Of the 56 M&A transactions, 38 transactions or 68% involved companies within the Application Software sector. This was followed by the IT 
Consulting and Services sector with 9 transactions.

• The total disclosed transaction value in Q4 2018 is $81.3 billion, compared to $72.5 billion in Q3 2018 and $22.7 billion in Q4 2017. The 
largest transaction tracked during the quarter was International Business Machines Corp.’s (NYSE:IBM) $46.8 billion acquisition of Red Hat, Inc. 
(NYSE:RHT) in October 2018.

• In Q4 2018, there were 13 transactions involving companies with over $500 million in enterprise value, 18 transactions involving companies with 
enterprise values between $100 and $500 million, and 23 transactions involving companies with enterprise values between $10 and $100 million.

• The average EV/Revenue multiple for all disclosed transactions in Q4 2018 was 5.1 times, compared to the 4.3 times tracked in Q3 2018 and the 
3.6 times tracked in Q4 2017.

M&A Activity

Q4 2018
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Recent North American 
Software & Tech Transactions

The table below summarizes a selection of recently closed and announced transactions in the Software and Technology sector involving  
companies in North America that are active in mergers and acquisitions. Transactions this quarter include geographic and strategic expansions, 
as well as new product and service line offerings.

Date Acquirer Acquirer Location Target Target Location

December, 2018 Coinsquare Ltd. Toronto, ON BlockEquity Inc. Toronto, ON

$12 million acquisition of BlockEQ developer, an application for cryptocurrency trading.

November, 2018 Alaris Royalty Corp. (TSE:AD) Calgary, AB GWM Holdings, Inc. Richmond Hill, ON

USD $46 million contribution to assist in management buyout of data-driven digital marketing solutions provider for advertisers globally.

November, 2018 Tecsys Inc. (TSX:TCS) Montreal, QC OrderDynamics Corp. London, UK

$13.4 million acquisition of eCommerce solutions provider to multi-channel retailrs to expand B2C retail domain expertise and to 
strengthen footprint in key markets.

November, 2018 BlackBerry Ltd. (TSX:BB) Waterloo, ON Cylance Inc. Irvine, CA

USD $1.4 billion all-cash acquisition of cybersecurity company to add artificial intelligence capabilties to existing software products.

November, 2018
Enghouse Systems Limited 
(TSX:ENGH)

Markham, ON Capana Sweden AB Gothenburg, 
Sweden

Acquisition of provider of end-to-end, integrated software platform for wholesale billing and partner settlements. To complement existing 
portfolio.

November, 2018
Quorum Information Technologies 
Inc. (TSXV:QIS)

Calgary, AB DealerMine Inc. St. John, NB

$14.4 million acquisition of sales and service customer relationship management software provider for automotive dealers from 
PowerBand Solutions Inc. (TSXV:PBX).

November, 2018 Marchex, Inc. (NasdaqGS:MCHX) Seattle, WA Telmetrics Inc. Mississauga, ON

USD $13.1 million acquisition of call and text tracking operator that enables, tracks and analyzes offline interactions to increase 
engagement and return on advertising spending.

October, 2018 Magna International Inc. (TSX:MG) Aurora, ON Haptronik GmbH Dresden, Germany

Acquisition of software technology company specializing in software to control motion of mechatronic products.

October, 2018 CoreLogic, Inc. (NYSE:CLGX) Irvine, CA Symbility Solutions Inc. (TSXV:SY) Toronto, ON

$110 million acquisition of additional 72% stake in software developer and marketer for employee benefits, property and casualty 
insurance markets globally.

October, 2018 Data Respons ASA (OB:DAT) Akershus, Norway IT SONIX GmbH and XPURE GmbH Leipzig, Germany

Euro 17.6 million acquisition of software solutions provider specializing in demand telecommunication solutions from Markham, ON based 
Enghouse Systems Ltd. (TSX:ENGH).



Whitehorn Merchant Capital is an independent, Western Canadian financial advisory firm 
that provides business owners and management teams with capital raising, acquisition, and 
sale of business transaction solutions.

Contact Whitehorn today for expert advice on accessing capital, 
planning for business growth, and addressing business succession. 
We look forward to helping you reach the achievement of your goals.

Whitehorn Merchant Capital Inc.
Suite 270, 333 - 24 Avenue SW 
Calgary, Alberta  T2S 3E6 
403-718-9860 | www.whitehorncapital.com

The Whitehorn Advantage

Whitehorn’s senior professionals will lead your transaction 
from initiation to closing. We will support you and your 
transaction so you can ensure your business performs 
through closing, which is critical to obtaining an industry 
leading valuation.

Transaction Management

Whitehorn creates comprehensive, industry leading 
marketing materials which help buyers and investors 
understand your business, your competitive advantages, 
growth potential, and unique value proposition.

Marketing and Presentation

Whitehorn knows the buyers and investors in your industry. 
We know which strategic and financial parties are active in 
the market today, the transactions they’ve done, what they 
want, and what they’re willing to do.

Industry Focused Network

Maximizing your value maximizes our value. By presenting 
your business in the best way possible, to the most motivated 
buyers and investors, we will add significant value to your 
transaction.

Maximizing Value

Our Services

Whatever milestone transaction you are considering, Whitehorn’s leaders can guide you through the 
process. We have the network in your industry and the experience to implement a tailored, effective 
strategy for you and your business.

Financing AcquisitionsSale of Business Management Buyout


