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Impact of FX on operating profitability and an acquirer’s due diligence
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In October 2015, the Canadian dollar (CAD) was hovering near an 11-year 

low against the USD driven in part by the decline in price of oil and other 

resources, and by the worsening economic outlook. Further headwinds for 

the CAD on the US interest rate front: on the strength of the recent jobs data 

out of the US, over 70% of traders now believe the Fed will raise interest 

rates during its December 2015 meeting, which is up from 37% in October, 

according to a recent Bloomberg survey.

In this issue of FirePower’s Market Insights, we investigate the impact of the 

CAD/USD exchange rate (FX) on cross-border M&A, especially in light of the 
growing importance of FX adjustments as part of an acquirer's due diligence.

CAD/USD FX Rate Jan 2014 – Nov 2015
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A change in FX can materially affect a company’s financial performance depending on the level of 

currency exposure. For example, a Canadian business that sells to US clients and has costs in 

CAD would have seen profitability increase over the past year as the USD gained strength relative 

to the CAD. However, it goes both ways: the opposite is true for a Canadian company that sells to 

Canadian customers but has some level of costs and expenses in USD.  

When US buyers evaluate Canadian acquisition targets (which they are doing at an accelerating 

pace – see below), changing FX adds another layer of complexity to the already challenging task 

of due diligence.  Some of their investigation will focus on understanding what drove movements in 

financial performance in recent years.  With FX moving that much, the question then becomes, 

were moves in profitability caused by  fundamental changes to operations, merely by FX rate 

differences or a combination of both? 

It follows that companies with robust financial reporting and management systems that are able to 

isolate and report on the impact of FX will be significantly more attractive to buyers.  We have 

strong evidence of this in our recent deals, and PwC corroborates our view in a recent report.  

Moving forward, most sellers and buyers acknowledge a ~0.75 CAD/USD rate is a new normal, 

which should simplify FX-focused due diligence efforts in the coming years. For parties looking to 

transact in the near-term, though now more than ever, FX is a critical component of due diligence. 

What should owners of private companies with material FX exposure, who are looking to maximize 

the value of their business in an M&A process, do? We recommend two changes: 

1. Get your accountants to add a note relating to FX in your annual financial statements which 

shows how your sales, COGS and fixed expenses were impacted by FX. In other words, have 

them provide more clarity into the single FX adjustment they typically make at the bottom of 

the Income Statement.  This is not a standard request so anticipate some push-back from 

your accountants.

2. Improve your internal reporting and systems such that the monthly or quarterly financial 
reports you produce are insightful with respect to FX exposure. 

US acquirers looking north of the border

From a transactional perspective, financial and strategic buyers that use 

USD to make acquisitions have seen Canadian companies become 

significantly less expensive compared to pre-2014.  This is solely due to the 

CAD’s decline as valuation multiples have not changed appreciably.  It has 

resulted in more US-based buyers looking north of the border for acquisition 

opportunities; this theme was prominent during the November 2015 ACG 

Capital Connection conference held in Toronto.  We estimate that, of all the 

private equity attendees, 50%-60% were US-based firms looking for 

Canadian targets.    

While there are other factors at play, it is likely FX has had an impact and 

explains some of this infatuation for Canadian targets by US firms.

As we expect US buyers to continue scouring Canada for M&A opportunities, 

the accuracy and management of FX reporting has become and will continue 

to be a key factor during due diligence. In turn, for those sellers who do it 
well, it will be a significant driver of enterprise value.  
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2015** total value is 27% higher when calculated using 

CAD compared to USD

* 2014 excludes the $12.7 billion acquisition of Tim Hortons by Burger King

** 2015 data is annualized   
Source: Mergermarket; Minimum $2mm transaction value  

Δ ~(20%) 

Impact of Declining CAD on 

Operating Profitability

US Purchases of Canadian Companies

Source: The FX Factor, PwC, 2015

FirePower analysis

Source: Bank of Canada
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Who are we? 

Reverse Takeover

$28,200,000

The undersigned acted as the special 

advisors to the Company

Management Buy-Out

$16,000,000

The undersigned acted as the exclusive 

advisors to the shareholder

Company Sale

$30,200,000

The undersigned acted as the exclusive 

advisors to the Sellers

Why work with FirePower?

FirePower Capital is Canada’s entrepreneurial investment bank. We 

focus exclusively on advising private lower mid-market companies in 

Canada on their strategic M&A and non-dilutive capital financing 

transactions.

We formed the firm in 2012 because we believe that private lower 

mid-market companies in Canada should have access to the 

sophisticated transactional advisory services that are typically 

reserved for much larger companies. 

The need proved to be real: we are now one of the largest independent 

firms in Canada. As of November 2015, we are managing 12 active sell-

and buy-side mandates worth an estimated $105 million, and 7 

financing assignments worth $32 million. 

Our team of 16 dealmakers are smart, passionate and driven by a fierce 

determination to not only succeed, but exceed our clients’ expectations. 

We love what we do, we are good at it, and our clients love us for it.

We are deal-makers, first and foremost: We are a ‘pure’ M&A shop: 

the only thing we do is deals. Our culture isn’t diluted with accounting, 

tax, consulting or banking activities. 

We’re not typical Bay Street guys: We have made it our mission to 

excel in the lower mid-market, and not be ‘tempted’ by the larger, 

headline-grabbing deals. That means developing a deep understanding 

of how to overcome the challenges unique to this segment. 

Our track record is extensive: During our short history, our team has 

already built a reputation for crafting deals the market has never seen 

before, providing expert transactional advice and getting deals closed. 

We do things differently: We have built FirePower like a start-up, not a 

traditional advisory firm. We rely heavily on new technologies to produce 

competitive tension between buyers or investors, and create options. 

We put our money where our mouth is: Most of our compensation is 

based on closing a deal that works for our clients. We are aligned with 

them: we succeed only if our clients succeed. 

We have a global reach, but nurture deep Canadian roots: Exposing 

a deal to hundreds of buyers or investors worldwide is easier than ever, 

but doing it intelligently is still time-consuming and extremely complex. A 

network of relationships at home helps us balance our global efforts. 

What do we do? 

Our Mergers & Acquisitions Practice understands the difficulties and 

complexities around the decision and process of selling or buying a 

business. Typical transaction sizes range from $5 to $50 million, and 

span most industries except for resources and life sciences. We deliver 

on the full spectrum of M&A transactions:

• Sell-side

• Buy-side

• Asset sales & purchases

• Cross-border

• Hostile acquisition or defense

• Spin-offs and other corporate restructurings

Our Capital Advisory Practice provides objective transactional advice 

and seamless execution capabilities to our clients with respect to non-

dilutive capital financings. Typical transaction sizes range from $1 to $30 

million, and span most industries except for resources and life sciences. 

We have extensive experience raising debt capital for most situations:

• Growth

• Leveraged buyouts

• Turnarounds & special situations

• Acquisitions

• Refinancing

• Shareholder events, e.g. dividend recaps or management buyouts

Our track record (recent sample transactions)
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Company Sale

$4,750,000

The undersigned acted as the exclusive 

advisors to the Sellers
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