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Mergers & Acquisitions
in the time of Covid
January 2021

Presented by Valeo Corporate Finance. Providing
sell-side investment banking services to small cap
technology companies looking to exit.
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2020 TECH M&A IN REVIEW
A look at M&A deal volume in both number of deals
and total dollar value across North America ... and my
experience with multiple clients in market.

BIGGEST TECH DEALS OF THE YEAR
Big Tech got bigger with more than 24 North American
deals over $1B, and many more mega deals for
undisclosed amounts. See who the name brand logos
were buying.

VALUATION METRICS & DATA
A look at metrics and numbers coming into the year of
Covid and the effect of the pandemic, as well as a
snapshot of how some of the largest public tech
companies fared in the markets.

DRIVERS IN TECH ACQUISITIONS
Why buyers were buying and in which sectors. A look
at a cross section of enterprise, consolidator, PE fund
and VC fund M&A activity.

FORECAST FOR 2021
When can we expect activity to pick up and why? Find
out what the M&A drivers will be in what is expected
to be a hot market ... with early indicators from the
first 10 days.

LOCAL (BC) TECH DEALS IN 2020
A full review of BC tech companies that were buying
and the ones acquired. As well, data on the hot
sectors in British Columbia.

davidraffa.com | page 1

F I E L D

N O T E S

2020 has been an unprecedented year in so many ways, not
the least of which has been the effect of COVID-19 on the
markets and on Mergers & Acquisitions activity.
All our clients, including two that were put into market last year
before Covid, saw substantial activity. One client received five
viable LOIs and another, three. In both cases the buyers bid low
(not surprisingly), but still within an acceptable range. As
neither client needed to sell (they were both profitable, growing
SaaS companies) it was decided to continue growing the
company with a view to going out to market in mid to late 2021
as conditions improve.
We closed a sale for another client in September 2020.
Plurilock Security Solutions (a deep tech cybersecurity
company) was acquired by Libby K Industries in a platform
consolidation play. This deal closed much later than expected
as we signed the LOI in November of 2019. The slowdown was
directly attributable to Covid, which affected the buyer’s
financing.
And while two other clients were not put into market, both
received significant unsolicited inbound interest including from
some Fortune 100 tech companies. We expect this interest to
increase in 2021 and activity in late November and December
supports this thesis.

In the last two weeks of December and the first week of
January, clients have received three LOIs with a fourth
being indicated. A promising start to 2021.
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2020 TECH M&A
IN REVIEW
Not surprisingly, overall M&A activity in the
technology sector in 2020 took a hit. In Q2 of
2020, the effects of Covid and the closing up of
the credit markets saw overall M&A activity in
the tech sector drop by over a third compared
to the same period in 2019 in terms of both
deal volume and cumulative value of deals
consummated.

In recent years, the data shows that tech
sector M&A activity in both total deal value
and deal count saw close to a doubling
between 2010 and 2018, then dropping
slightly in 2019. Most of the growth was
shown in the early years, flattening out
between 2015 and 2019. Nine months into
2020, both deal count and total deal
valuation were down substantially.
In British Columbia there were more deals
closed in November of 2020 than in any
other month (see Local Deals, page 25).
Since the sample set is small, it is hard to
draw any concrete conclusions. However, this
may suggest forward movement in the
markets as light begins to appear at the end
of the COVID-19 tunnel.
In the last two weeks of December and the first
week of January, clients of mine have received
three LOIs with a fourth being indicated. A
promising start to 2021.
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Not surprisingly, Healthcare IT performed better
than other sectors in 2020, representing over
13% of deal count amongst seven technology
sectors tracked, which is more than double its
share in 2019. B2B software and IT infrastructure
slowed down, while Materials Tech was slightly
up and Fintech flat. B2C software was also up,
possibly reflecting the increase in ecommerce as
people stayed home and shopped online.
Looking back over the last ten years,
acquisitions driven by VC-backed companies
showed a gain in 2020, while acquisitions by PEbacked companies and public companies
dropped. However, in absolute terms, VCbacked acquisitions still fell slightly short of PEbacked deals, and both exceeded public
company deals by more than double.
Multiples in the public markets for SaaS
companies were in the 10X range averaged over
January to the end of October 2020 and,
somewhat surprisingly, were slightly up year
over year.
Nine months into 2020, both deal count and
total deal value were down substantially. In
absolute terms, deal value to end of September
2020 almost equaled total deal value reported
for all of 2010 and is on track to end up down at
least 25% - 30% year over year from 2019.
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C O N S O L I D A T O R S '

The
three
big
consolidators in the tech
industry, Constellation,
Thoma Bravo and ESW
Capital continued to be
active, but the numbers
suggest less so.
Constellation
reported
north of 60 deals into
the Fall which, pro-rated
to the end of the year,
would
leave
them
slightly below their peak
years of over 100.

A C T I V I T Y

I N
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Thoma Bravo appears to
be
going
upmarket,
doing a smaller number
of mega deals. They
reported over 60 deals
to
date
including
acquisitions, sales, and
financings.

Public info on ESW is not
fully available, but they
have been actively tied
up in a hostile takeover
bid of Toronto-based,
TSX-listed Optiva for a
transaction valued at
close to $300m.

Late in December they
announced the acquisition of RealPage in a
deal
valued
at
approximately $10.2B.

This transaction begs
the question of whether
more hostile bids are to
be launched in the
coming year as PE and
Corporate
Balance
Sheet cash frees up.
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SCIRTEM NOITAULAV

In the Spring of 2019, we issued a full
market review of the metrics driving
software company valuations. The data
showed that between 2014 and 2019 the
average revenue multiple for public SaaS
companies had swung between a low of
3.3X (2016) and a high of 7.7X (2014), ending
above 7.0X in 2019 and growing.
Private software company multiples, typically a
25% to 30% discount off public company
multiples, have averaged between about 3.5X
and 5.5X trailing revenues. Companies with a
recurring revenue model, SaaS or otherwise,
typically sit towards the top of that range
depending on their percentage of recurring
revenues (85% or better being the desired
threshold).

Some of the important valuation drivers in
software over the last ten years have
included:

* The Rule of 40 is still being used as one valuation metric, where growth rate
plus profit should exceed 40%.
** Churn measured in dollars, not number of customers.
*** Gross Sales Efficiency is the current catch phrase for this measure, being new
ARR/S&M expense, with Net Sales Efficiency also factoring in churn.
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Another metric that has driven valuation
multiples is the size of the company, with
companies with annual revenues between
US$50m and US$200m often attracting the
highest multiples. In addition, public companies
sport valuation multiples typically between 25%
to
30%
higher
than
for
comparable
(size/sector/revenue model) private companies.
There are many other metrics which influence
valuation including:
revenue per employee (capital efficiency)
conversion rate in the sales funnel (sales
efficiency)
customer concentration (lack of is better)
geographic penetration (more the better)
team (deep domain knowledge is valued)
intellectual property (patents)
product lifecycle (current code versus legacy)
market size (bigger the better and greenfield
versus saturated)
market position (dominant or material)
age of the business (at least three to five
years of material performance)
average contract value (ACV – higher the
better)
the nature of the customer contracts (locked
in versus not)
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In one reported analysis, the six biggest drivers for
valuation—for all software companies, not restricted to
recurring revenue companies (meaning an exception
to the metric of recurring revenue as a percentage of
revenues)—were:

DEUNITNOC...SCIRTEM NOITAULAV

1
2
3
4
5
6

Annual growth rate
Gross margin
Churn/retention
ROI payback period to the
customer
TAM
Whether the company was
public versus private
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V A L U A T I O N

D A T A

While deal volume was down, valuations in the technology
sector showed the opposite trend.
Surprisingly, in 2020 public company SaaS multiples have
continued the growth that began in 2019 reaching a peak
of over 11X revenues in October, up from over 9X entering
the year. As one would expect, multiples dipped –
dramatically – in March (down to 7.0X) and took until July
to get back to the level they were at entering the year.
Overall, the index for public SaaS companies was up at the
time of writing by over 25% and has led all other major
indices.
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The Salesforce/Slack deal points to a recent
trend in software acquisitions. Over the past five
years, the data shows that the number one
driver of acquisitions has been “scope
expansion”. In 2019, over 80% of technology
acquisitions (meaning all technology, not just
software) were scope related acquisitions, up
from approximately 50% in 2015.
Loosely defined, scope expansion covers such
things as adding new product capability,
entering new business segments, adding
intellectual property, and acquiring talent. This is
very clear in the Slack acquisition which helps
position Salesforce directly against Microsoft by
adding capability. For Slack, it provides an
opportunity to expand out of being primarily a
business communications tool. This continues
Salesforce’s product expansion which also drove
their acquisition of Tableau, the visual data
analytics company, as well as their acquisition of
local company Mobify (see Local Deals, page
25).
Scope expansion reflects a need for narrowly
focused companies to look for new markets as
their current market becomes saturated or no
longer offers double digit growth opportunities.
This is encouraging for smaller, private vertically
or product focused technology companies
looking for exit opportunities. It also means
thinking outside the box about who a
prospective buyer might be.
One must look beyond the obvious players and
think about the wildcards that should be
approached. And this will also drive valuations
as these deals will be strategic as opposed to
financial.
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FORECAST FOR
2021
So, what does 2021 hold for technology
company valuations and M&A? The prevailing
opinion seems to be that, given several
successful vaccines rolling out in 2021, the
markets will, as usual, be ahead of the curve.
A pick up in M&A activity is being predicted
by most pundits for the first half of 2021, but
a material increase is not expected until at
least the second half of the year. Timing may
be affected by how fast the vaccines roll out
and their efficacy amongst the broader
population.

Early 2021 will be a good
time to start preparing for
an exit for companies
looking to do so late in
2021 or 2022.
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Driving M&A activity will be a number of factors:
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There is over $2.5 trillion in private equity
funding currently on hand, the highest
amount ever reported. PE needs to move to
generate returns, so Fund Managers cannot
sit on their hands forever.
There is almost the same level of cash sitting
on the balance sheets of corporate America,
again some of highest reported in a
significant period.
The re-opening of the credit markets, which
all but dried up in Q2 2020.
Continued low interest rates.
M&A activity in 2021 will also be driven by
opportunities relating to distressed situations.
Cash flush buyers will be looking to move fast
on companies with challenging balance sheets
and flat sales, but solid technology. As far as
performance in 2020, flat will be seen as the
new up and won’t rule out a sale.

Not factored into forecasts for M&A
activity at this point is a fifth factor.
The effect of government stimulus
packages worldwide and especially in
the US as these will drive further
confidence in the market in the short
term. With the full scope of the US
plan still under debate, markets will
reflect where it all lands and this will
in turn impact M&A activity.
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LOCAL DEALS IN 2020

A good year for
acquisitions and
exits in BC

