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Balanced growth vs. growth at all costs - and what that means for

business value

Our Technology M&A team recently attended the Collision Conference

2023. And while Al was the undisputed buzzword of the week,
balanced growth was runner up. This relates to the growing trend of
technology companies being asked to shift from a “growth at all
costs” mindset associated with the capital availability of the past
couple of years to a “balanced growth” mindset, which is viewed as
more appropriate for these fiscally prudent times. This is a crucial
consideration for companies and an area where we have seen a shift
in the last 18 months when it comes to valuation.

Let’s unpack four main questions we're hearing around this.

1. Where is the sudden talk of balanced growth coming
from and what does it really mean?

When investors speak of balanced growth, they are alluding to good
growth rates as well as strong unit economics. Strong growth with poor
profitability metrics is problematic because it could lead to cash
constraints that question the resilience of the business and obstruct a
clear picture of the unit economics at scale. Balanced growth means
showing that growth can be achieved without bloat by optimizing
resources, costs and operational effectiveness.

Balanced growth does not mean profitability at all costs. Investors want
businesses to invest cash to drive growth when there is an opportunity
to do so. Businesses with growth efficiency show they have flexibility to
manage profitability while winning in the market. This is a hard bar to
meet, which is why it is such an attractive quality to investors. In the
current period of lower tech spending and high inflation and interest
rates, this capability becomes even more attractive.

2. How does balanced growth inform the conversation
around growth efficiency and Rule of 40?

The metric that most entrepreneurs might associate as a proxy for
balanced growth is growth efficiency often known as the Rule of 40.
This is based on a generally correct, but somewhat simplistic, notion
that if a business takes it EBITDA margin and adds its prior-year
revenue growth rate, it should add up to at least 40.

1: Based on Enterprise Value / Annualized Recurring Revenue

3. How does growth efficiency drive valuation?

We agree that there is something to this metric. In fact, when we mapped
EY's proprietary software deal data for the last few years, we saw an R2 of
over 0.6 in terms of the correlation with the deal multiple. This is quite
impressive for a single metric.

Based on that analysis, we see software companies that command strong
valuations are seeing a growth efficiency of close to 50 or higher. The
current market is also rewarding companies where the sum is made up of
two balanced numbers (i.e., positive growth and profitability may be more
attractive than higher growth, but losing money).

4. What can | do to improve growth efficiency and how do
| pivot from the “growth at all costs" mindset?

Key ways software companies can manage efficient growth:

Reassess pricing models: rethinking pricing structures can be a
valuable tool to achieve growth and profitability.

Focus on customer retention and upsell: nurturing existing customer
relationships reduces churn and creates additional ARR at a lower cost.

Optimize customer acquisition costs: refine marketing and sales
strategies to identify the most cost-effective channels and tactics.

Embrace operational efficiency: streamline operations and optimize
internal processes.

These are standard actions, but what connects them is they represent
having a laser focus on what elements of the business are providing value
and letting others fall away. They all make the business leaner, which
improves flexibility to adapt to changing circumstances. Pivoting from
growth at all costs means displaying strong knowledge of what drives
value for your business and making strategic decisions that support that.
If done right, this can naturally improve growth efficiency.
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StepUp

RGM

has been sold to

XTEL

BIGHT SILUTIONS SALES POAVER

backed by

l( ANTAR %(—;’3 SilverTree

EY* acted as the exclusive financial advisor to
StepUp RGM BV
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Metrio

has been acquired by

A technology company that
operates leading stock
exchanges and serves
capital markets globally

EY* acted as the exclusive financial advisor to Metrio
Software Inc.
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VVERDAZO

has been acquired by

SOFTWARE

EY* acted as the exclusive financial advisor to
Verdazo Analytics Inc
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SVGEOMATICS

has been acquired by

1))

e MEASURAND

RST/Measurand, a portfolio company of Vance Street
Capital LLC

EY* acted as the exclusive financial advisor to 3v
Geomatics Inc.
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has been acquired by

An Industry Leader in Global
Measurement and Data
Analytics for Retail and
Consumer Intelligence
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has been acquired by

@ Borrowell

EY* acted as the exclusive financial advisor to Refresh
Financial on its sale to Borrowell
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WELLNESS
CHECKPOINT

has been acquired by

Carebook

EY* advised InfoTech Inc., doing business as Wellness
Checkpoint, on its sale to Carebook Technologies Inc.
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has sold intellectual property rights and
assels lo
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EY™ acled as exclusive linancial advisor Lo FileFacets, Inc.
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~ FRESNEL. vitru
<l SOF E
received a strategic investment from

rFAFL

and

an Edmonton-based private investment company
and family office

EY* acted as the exclusive financial advisor to Fresnel Software
Corporation
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Video Series

EY's Technology M&A practice has recently l[aunched a new video Programmed for Success Series s
EY
series, Programmed for Success . . verng o
Watch along as Sid Nair explores
The 5-part series hosted by EY's Canadian Technology M&A Leader, the key considerations when
selling your technology business
Sid Nair interviews industry thought leaders from inside and with industry thought leaders.

outside of the firm. The series focuses on key considerations, risks :
Watch Episodes 1 - 5 —

and opportunities that should be considered prior to a sale of a

technology business. Join the conversation #BetterWorkingWorld

EY
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Select

Jun 27, 2023: Socure Inc. acquired Berbix Inc., a developer
of a high-accuracy document verification solution with a
patent-pending forensics engine able to detect spoofed IDs,
including Al-generated fakes, for a transaction value of $70
million.

Jun 26, 2023: Databricks, Inc. announced the acquisition of
Mosaic ML, Inc., a leading generative Al platform that
empowers enterprises to build their own artificial
intelligence, for an approximate transaction value of $1.3
billion.

Jun 26, 2023*: Thomson Reuters Corporation (NYSE: TRI)
announced the acquisition of Casetext, Inc., which uses
advanced Al and machine learning to build technology
solutions for legal professionals, for a transaction value of
$650 million.

Jun 26, 2023: International Business Machines Corporation
(NYSE: IBM) announced the acquisition of Apptio Inc., a
leader in financial and operational IT management and
optimization (FinOps) software, for an approximate
transaction value of $4.6 billion.

Jun 19, 2023*: Kings Entertainment Group Inc. (CSE: JKPT)
announced the acquisition of Braight Al Technologies Inc., a
leading provider of Artificial Intelligence (Al) Big Data
analytics solutions through its fintech platform, for a
transaction value of 1.6 million.

(1) Data sources: S&P Capital 1Q, Mergermarket, Press Releases
*Deals indicated are Canadian deals
All currencies are in US$

Jun 13, 2023*: MAI Cloud Solutions Inc. acquired Pulse
Business Solutions Inc., which develops and offers 360-
degree audit and inspection platform and tools, for a

transaction value of $5.7 million*.
*Includes earnouts of $4.5 million

Jun 08, 2023: WebMD Health Services Group, Inc.,
announced the acquisition of Limeade Inc., which sells
software that aims to help companies improve employee
well-being and satisfaction, for a transaction value of $75.2
million. The transaction represents an enterprise value of
1.3x revenue.

Jun 05, 2023*: L6 Holdings Inc., acquired an additional 5.5%
minority stake in Quorum Information Technologies Inc., a
Saas software and services company providing essential
software solutions for vehicle dealerships, for an
approximate transaction value of $1.9 million. The
transaction represents an enterprise value of 1.4x revenue
and 33.3x EBITDA.

May 25, 2023: Applied Intuition, Inc., announced the
acquisition of Embark Technology, Inc., which has built a
robust autonomous software stack that uses machine
learning methodologies, for a transaction value of $71
million.

May 24, 2023: Affle International Pte. Ltd. acquired
YouAppi Inc., which develops a comprehensive range of
programmatic mobile app marketing solutions with real-time
results optimization for the fast-growing gaming industry
globally, for a transaction value of $45 million*. The

transaction represents an enterprise value of 1.4x revenue.
*Includes earnouts of $9.6 million

May 24, 2023: Snowflake Inc. (NYSE: SNOW) acquired
Neeva, Inc., which develops and operates software as a
service based on an ad-free search engine that helps users
to find online content, for a transaction value of $150
million.

May 11, 2023*: Crosspoint Capital Partners, LP announced
the acquisition of Absolute Software Corporation which
provides software services that support the management
and security of computing devices, applications, data, and
networks for various organizations, for a transaction value of
$870 million. The transaction represents an enterprise value
of 3.9x revenue and 84.8x EBITDA.

May 09, 2023: MultiPlan Corporation (NYSE: MPLN)
acquired Benefits Science LLC, a next generation data and
advanced analytics company that combines modern data
science, including machine learning and artificial intelligence,
for a transaction value of $160 million.

May 08, 2023*: Recursion Pharmaceuticals, Inc. (NasdaqgGS:
RXRX) acquired Cyclica Therapeutics Inc., developer of an
Al-augmented drug discovery platform that drives programs
across diverse protein classes, for a transaction value of
$40.0 million.

May 08, 2023*: Recursion Pharmaceuticals, Inc. (NasdaqGS:
RXRX) acquired Valence Discovery, a leader in developing
and deploying Al and physics-based technologies to enable
the design of differentiated small molecules with improved
properties and function, for a transaction value of $47.5
million.
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May 04, 2023: Shift4 Payments, Inc. (NYSE: FOUR) acquired
Focus POS Systems, Inc., developer of point-of-sale

software and auditing tools to control various components of
restaurant operations, for a transaction value of $45 million.

May 03, 2023*: Wishpond Technologies Ltd. (TSXV: WISH)
acquired certain assets of Essential Studio Manager LLC,
which comprises of business management software,
including invoicing and customer relationship management
solutions for small businesses, for a transaction value of
$44.9million.

Apr 27, 2023*: Scope Carbon Corp. (CNSX: SCPE)
announced to acquire Farm Flight, Inc., developer of an
image-based crop intelligence platform which enables
regenerative agricultural practices, mitigates waste, and
helps producers increase their yields, for a transaction value
of $14.5 million.

Apr 27, 2023: Arrowroot Acquisition Corp. (NASDAQ:
ARRW) announced a reverse merger with iLearning Engines,
a leader in Al-powered learning automation and information
intelligence for corporate and educational use, for a
transaction value of $1.4 billion.

Apr 26, 2023: F-Secure Oyj (HLSE: FSECURE) acquired
Lookout Life, developer of an endpoint-to-cloud security
platform built for the intersection of enterprise and personal
data, for an approximate transaction value of $223 million.
The transaction represents an enterprise value of 5.6x
revenue and 15.0x EBITDA.

EY
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Apr 24, 2023*: Accesso Technology Group plc (AIM: ACSO) acquired Paradocs Mountain Software, a
leading provider of software solutions specifically tailored to the ski industry, for an approximate

transaction value of $7.7 million*. The transaction represents an enterprise value of 4.4x revenue.
*Includes earnouts of $1 million

Apr 24, 2023*: Kovo HealthTech Corporation (TSXV: KOVO) acquired RSKM LLC, which designs and
develops medical billing and scheduling software, for a transaction value of $2.7 million. The
transaction represents an enterprise value of 0.8x revenue.

Apr 19, 2023: Akamai Technologies, Inc. (NASDAQ: AKAM) acquired Neosec, Inc., which develops an
APl detection and response platform based on data and behavioural analytics, for a transaction value
of $86.7 million.

Apr 17, 2023: ZeroFox (Nasdaq: ZFOX) acquired LookingGlass Cyber Solutions, Inc., a leader in
external attack surface management and global threat intelligence, for an approximate transaction

value of $26 million*.
*Includes earnouts of S13 million

Apr 04, 2023: TPG Inc. (NasdaqgGS: TPG) acquired majority stake in Thomson Reuters Elite, which
provides financial and practice management solutions to the leading law firms, helping customers
automate and streamline critical finance and accounting workflows, for a transaction value of $500
million.

Apr 04, 2023*: Docebo Inc. (TSX: DCBO) acquired Circles Collective Inc., which operates PeerBoard,
a plug and play community as-a-service platform, for an approximate transaction value of $8.1
million*.

*Includes earnouts of $4.5 million

(1) Data sources: S&P Capital 1Q, Mergermarket, Press Releases
*Deals indicated are Canadian deals
All currencies are in US$
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Historical M&A

Revenue transaction multiples have remained volatile

Both deal values and deal volumes have declined in Q2 2023 while some categories have shown an increase when

compared to Q2 2022 levels
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* Sample size for M&A deal multiples has been sourced from S&P Capital 1Q and comprises transactions completed between Apr 1,
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subjective assessment of transactions in the IT Services sector. Furthermore, the categorization of the sample across various sub-

sectors and any analysis thereof, by EY Orenda Corporate Finance Inc. is solely for illustrative purposes and were not created to
serve as benchmarks. Every transaction has specific characteristics that impact value and corresponding multiples. It is necessary to
understand the background and circumstances surrounding each transaction to extract meaningful insights.
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our

EY | Building a better working world

EY exists to build a better working world, helping to create
long-term value for clients, people and society and build
trust in the capital markets.

Enabled by data and technology, diverse EY teams in

National Barry Munro * Ontario over 150 countries provide trust through assurance and
Leader ;;rf;’j_z,,?fn?f;;,ey.com Andrew Schaefer Chris Hutchinson * Sid Nair Kevin Casey * help _C“ents grow, transform and oPerate'

+1 416 932 6244 +1 416 932 6002 +1 416 943 3404 +1519 571 3311 Working across assurance, consulting, law, strategy, tax

andrew.schaefer@ca.ey.com chris.hutchinson@ca.ey.com sid.nair@ca.ey.com kevin.j.casey@ca.ey.com and transactions, EY teams ask better questions to find

new answers for the complex issues facing our world

Jatinder Wadhwa Jason Marley * Don McKinnon * Zahra Jamani today.

+1 416 943 3078 +1 416 943 3088 +1 519 571 7686 +1 416 943 3683 EY refers to the global organization, and may refer to one or more, of the

jatinder.wadhwa®ca.ey.com jason.marley®ca.ey.com don.mcKinnon@ca.ey.com zahra.jamani@ca.ey.com member firms of Ernst & Young Global Limited, each of which is a separate

. legal entity. Ernst & Young Global Limited, a UK company limited by

NatIOnaI TM T team Quebéc Atlantic guarantee, does not provide services to clients. Information about how EY

Sid Nair
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+1 416 943 3404
sid.nair@ca.ey.com

ﬁ Devon MacMurray
yril Vice President

) +1 416 932 6131
devon.macmurray®ca.ey.com

Ujjwal Bhati
Senior Associate
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(’ Analyst
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Western Canada

Ken Brooks *

+1514 874 4412
ken.m.brooks@ca.ey.com

Walid Safi

+1 514 879 8029
walid.safi@ca.ey.com

Todd Caluori *

+1 514879 2793
todd.m.caluori@ca.ey.com

Francois Tellier *

+1 514874 4351
francois.tellier@ca.ey.com

Barry Munro *

+1 403 206 5017
barry.g.munro@ca.ey.com

Darcy Yamada

+1 780 441 2456
darcy.yamada®ca.ey.com

Logan Day

+1 780441 4226
logan.s.day®ca.ey.com

Ross Johnson

+1 403 206 5253
ross.johnson@ca.ey.com

Brock McMillan *

+1 403 206 5335
brock.mcmillan@ca.ey.com

Michael Lutes

+1 416943 2699
michael.j.lutes@ey.com

Capital Markets

Bill Wu

+1 416943 2545
bill. wu@ca.ey.com

Shane Dunn *

+1 403 206 5011
shane.dunn®ca.ey.com
Robert Withers *

+1 604 899 3550
robert.withers@ca.ey.com

Mike Campbell
+1 306 649 8305
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+1 416943 3890
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Roger Leslie

+1 416 347 0367
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* A registered Exempt Market Dealing Representative

collects and uses personal data and a description of the rights individuals
have under data protection legislation are available via ey.com/privacy. EY
member firms do not practice law where prohibited by local laws. For more
information about our organization, please visit ey.com.

Ernst & Young Orenda Corporate Finance Inc. is registered as an exempt
market dealer in Alberta, British Columbia, Manitoba, New Brunswick,
Newfoundland and Labrador, Nova Scotia, Ontario, Quebec and
Saskatchewan.

© 2023 Ernst & Young LLP. All Rights Reserved. A member firm
of Ernst & Young Global Limited.

4059037

ED None

This publication contains information in summary form, current
as of the date of publication, and is intended for general
guidance only. It should not be regarded as comprehensive or a
substitute for professional advice. Before taking any particular
course of action, contact Ernst & Young or another
professional advisor to discuss these matters in the context of
your particular circumstances. We accept no responsibility for
any loss or damage occasioned by your reliance on information
contained in this publication.

ey.com/en_ca/strategy-transactions
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