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1.0 Introduction 
 Quorum Information Technologies (Quorum) is a dealership management service (DMS) 
developer based in Canada that creates and hosts a specialized enterprise resource planning 
(ERP) system specifically for automobile dealerships in North America. Quorum's DMS software 
product, XSELLERATOR, is a comprehensive dealership and customer management solution that 
automates, integrates and streamlines every department in a dealership. 
 
 This report initiates coverage on Quorum Information Technologies (TSXV: QIS) with a 
BUY recommendation. The BUY rating is derived from a discounted cash flow valuation based 
on operating assumptions outlined in the following investment thesis. 
 

1.1 Investment Thesis 
 This three-part investment thesis forms the base case assumptions used in the valuation 
of Quorum Information Technologies:  
 

1) Quorum's XSELLERATOR is a superior, low cost alternative to its competitors, and will 
experience accelerated growth due to the integration of eight OEMs over the next two 
years. Additionally, the recent purchase of a complementary software product presents 
Quorum with a new, easily acceptable market to sell to. 

 
2) Quorum will increase margins at the end of its expansion phase, increasing net 
income and return. 

 
3)  A gradual decrease in capex will arise as OEM integration is completed and software 
development costs decline to a more stable long term average. 

 

1.2 Roadmap 
 Section 2.0 of this report will begin with a brief overview of Quorum's superior 
XSELLERATOR product, along with its three revenue streams and their historical performances. 
The first part of the thesis will then be scrutinized as the revenue drivers will be analyzed and 
forecast of dealership installations will be presented, formulating the basis for Quorum's 
revenue forecast. Next, the second thesis will be analyzed as it is determined how margins will 
behave over the course of the projected period, given historical gross margins and SG&A. 
Lastly, the third thesis will be examined as an in-depth review of capital expenditures is 
performed. Subsequently, this report will argue whether Quorum's current management 
compensation structure aligns with the investment thesis. 
 
 Section 3.0 will piece together the operating assumptions outlined in section 2.0, along 
with other model assumptions to arrive to arrive at a base case price target. Section 4.0 will 
continue by addressing bull and bear case scenarios to assess the risks and rewards of 
investment. Finally, section 5.0 will cover a comparable companies analysis and precedent 
transactions analysis determine Quorum's value through other techniques. In section 6, the 
report will conclude with a final claim as to the rating of the company's stock price. 
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2.0 Thesis Arguments 
 This section of the report will present an in-depth analysis of each thesis component 
presented above, justifying the assumptions used in the base case valuation. The first thesis will 
argue how XSELLERATOR is superior to other DMS, resulting in high customer satisfaction, and 
low churn rates. Then, it will be proved how integrating OEMs and selling to the existing clients 
of its newly purchased complementary service will drive installation and support revenue 
growth. To conclude the arguments in support of the first thesis, the topics of attaining 
"platinum" certification from GM and opening a new office in London, Ontario will be reviewed 
to determine how they will affect the model assumptions. The second thesis discussion will 
prove how margins will grow over the projected period. Finally, the third thesis will 
demonstrate why capex will decrease. From each of these discussions, the base case model 
assumptions will be derived, which will yield an intrinsic stock price. 
 

2.1. New Dealerships Drive Revenue Growth 
 The first thesis argument presented will aim to prove that Quorum is entering a period 
of low client turnover and high installation growth, rapidly growing its installed base and 
causing significant topline revenue growth. Quorum has a traditional retail model where 
revenue is the product of the number of outlets times multiplied by revenue per outlet. This 
discussion will begin with Quorum's revenue model, and how Quorum's superior XSELLERATOR 
product generates high satisfaction among its customers compared to its competitor products. 
This leads into a discussion of Quorum's impressively low churn rate, the rate at which clients 
leave the firm. Then, the conversation turns to how increasing the number of installations will 
drive revenue going forward. It will explain how integrating new OEMs and selling to clients of 
its newly acquired business will drive installations. The net effect on total revenue will be 
summarized as the assumptions used in the revenue model are finalized. 

 

2.1.1 Low Churn Rate Rooted in Dealership Satisfaction 
 To begin, Quorum prides itself on offering automobile dealerships in North America the 
most comprehensive and intuitive DMS on the market. XSELLERATOR is currently used in 336 
dealerships North America (and supports the OEMs of GM, Ford, Chrysler, Toyota, Hyundai, Kia, 
Nissan, Subaru, NAPA, and Bumper-to-Bumper franchised customers as well as other 
franchised, independent and some non-automotive dealerships. XSELLERATOR's success 
originates from Quorum being able to provide a much more technologically advanced and 
customer friendly experience to its dealerships. Some unique highlights of its system include1: 
 -Price Assurance - no future increases or hidden charges, cheaper than competitors 
 -Month-to-Month Contracts - no lock-in fees 
 -Real-time posting of all transaction - no batch processing 
 -Windows-based system with full drill down to any transaction, mobile interface 
 -All departments share a centralized information folder 
 -Integrates seamlessly with multi-OEM dealerships, and multi-dealership owner groups 

                                                      
1 http://www.quorumdms.com/dealer-management-system-features.htm 
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 Figure 1: XSELLERATOR as a Fully Integrated System and the OEMs Currently Supported2 

 
 

 
 
 As seen in Figure 1, XSELLERATOR works as a centralized platform that synchronizes all 
the facets of a car dealership into one system that is built on an easily adaptable Microsoft 
platform. Included in the figure is list of all the OEMs XSELLERATOR is currently compatible 
with. The primary risk pertinent to Quorum's business model is a decline in the number of 
dealerships using the XSELLERATOR software. Ever since the recession, churn rates for Quorum 
have been exceptionally low, averaging rates of 1% to 3% of its installed client base. Moreover, 
this churn has been solely the result of consolidation in the automobile retail industry, which 
will be discussed further in section 2.1.6. Dealership groups may require each of their individual 
dealers to use a single DMS. Since Quorum is not as prominent as some other DMS solutions on 
the market, it may not be compatible with an OEM offered by a dealership group, forcing them 
to choose another DMS. However, the best indicator for future churn is customer satisfaction. 
Quorum closely monitors the satisfaction of its dealership owners to determine if XSELLERATOR 
improves financial performance, and the satisfaction of dealership employees to determine if 
the quality of the user interface is designed to their liking. Please see figure 3 below for the 
results of historical satisfaction ratings. 
 
                                                      
2 http://www.quorumdms.com/pdfs/corporate/AGM2017Presentation.pdf 
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Figure 2: Historical Customer Satisfaction Survey Results3 
 

 
 The graph above illustrates the growing rate of satisfaction of dealership clients and 
their end user employees is a promising indicator that the churn rate will remain low and 
potentially decrease in the years going forward as more OEMs are integrated into the 
XSELLERATOR software.  
 
 However, the same rate of satisfaction cannot be said about Quorum’s two largest 
competitors CDK Global and Reynolds and Reynolds. Combined, they make up 75% of the 
industry. Currently, dealership clients are not entirely satisfied with the product offering 
provided by CDK or Reynolds & Reynolds. In fact, on Drivingsales.com, an automotive vendor 
review website, the reviews of both Reynolds & Reynolds and CDK illustrate a significant 
amount of frustration among the users of their platforms as seen in Figure 5. 
 

Figure 3: Reviews of CDK Global (red outline) and Reynolds & Reynolds (black outline)4 5 

       

                                                      
3 http://www.quorumdms.com/pdfs/annualreports/Q2FY2017Financials.PDF 
4 https://www.drivingsales.com/adp-dealer-services/adps-ilead-cntrol 
5 https://www.drivingsales.com/reynolds-and-reynolds/power-dms 
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In contrast to the above reviews, XSELLERATOR's reviews further illustrate dealership 
satisfaction. Figure 6 reveals far higher ratings on the DrivingSales.com site. However, since 
Quorum is still a relatively small business in the industry, it only has two verified ratings on the 
site6. 

 
Figure 4: Example of reviews of Quorum’s XSELLERATOR DMS 
 

                                                      
6 https://www.drivingsales.com/quorum-information-technologies-dms/xsellerator 
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  The goal for Quorum is to achieve a churn rate as close to 0% as possible, as this would 
indicate revenue grows proportionately to the growth of Quorum’s installed user base. The 
base case number of dealerships forecast to stop using XSELLERATOR are conservatively 
estimated at 3 per quarter for the duration of 2017 and 2018, as this is consistent with their 
historical churn rate of 3% churn rate annually. A churn rate of 10 dealerships per year is 
expected in 2019 as more OEMs are made compatible with the XSELLERATOR software and 
more multi-OEM dealership groups accept Quorum as their DMS. This trend continues further 
in 2020 and 2021. General growth in market share will continue to drive the churn rate lower 
until a long-term rate of 4 dealerships lost per year is reached in 2025. 
 

Figure 5: Example of reviews of Quorum’s XSELLERATOR DMS 
 

 
 

2.1.2 Capacity Growth 
 On September 26th, 2017, Quorum announced the opening of a new office location in 
London, Ontario. This is strategic from multiple perspectives. From a geographic perspective, 
this is Quorum’s first office in Ontario to accompany its head office in Calgary, Alberta and 
satellite offices in St. John’s, Newfoundland and Washington Township, Michigan. This initiative 
supports the additional hiring and marketing in the region. Moreover, this location is near both 
the GTA and the U.S., enabling further growth in the region over the next few years.  
 
 Quorum's primary goal in opening this new office location is to grow its installation 
capacity. At the end of the Q2 2017, Quorum had 15 sold dealerships that it had not been able 
to install. Quorum has had a sales backlog for the past several years, but is striving keep it as 
short of wait as possible for dealerships to install XSELLERATOR. It currently has the capacity to 
install at a pace of three average size dealerships or two large dealerships per month7. To 
forecast revenue, it was estimated that Quorum's current capacity is to install nine average size 
dealerships per quarter at an average price of $44,000 CAD, based off historical data. The 
number of dealerships installed per quarter is expected to grow consistently over the next five 
years to a maximum of 15 average size dealerships per quarter (5 per month) to facilitate the 
rising demand forecasted for XSELLERATOR, which will be discussed in section 2.1.3. Observing 
the chart in figure 12, Quorum has grown installation revenue 600% over the past four years 
after increasing its installation capacity from five average sized dealership installations per 
quarter in 2012 to nine average size installations per quarter today8. Thus, Quorum has proven 
it can substantially increase capacity in a short period of time. Please see figure 13 below for a 
summary of installation capacity growth projected annually for Quorum in the base case 
valuation. 
 

                                                      
7 http://www.quorumdms.com/pdfs/corporate/Q22017Presentation.pdf 
8 http://www.quorumdms.com/pdfs/annualreports/QuorumFY2016AnnualReport.pdf 
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Figure 6: Summary of Expected Growth in Installation Capacity 

 
 

Figure 7: Summary of Expected Growth in Installation Capacity 

 
 

2.1.3 OEM Integration and Installation Growth 
 The most pivotal aspect of Quorum’s strategy over the next few years is the integration 
of eight additional OEMs into the XSELLERATOR software. As each one of these OEMs becomes 
compatible with the XSELLERATOR software, three different user base growth opportunities 
arise for Quorum: 
 

1) Converting existing customers’ additional dealerships that represent the new OEMs. 
2) Sell directly to dealerships of the new OEM. 
3) Accessible to multi-OEM dealer groups that it could not previously access because 

they own dealerships with the newly integrated OEMs. 
 
These three methods of generating installations and growing Quorum's installed base 

from integrating OEMs have already proven effective for Quorum. As observed in the Figure 8 
below, Quorum has grown its total addressable market (TAM- the number of clients it could 
potentially sell to) by over 449% since 2007 when it had a TAM of 269 dealerships to now with a 
TAM of 1476 dealerships9. As a result, total revenue has grown from approximately $8 million 
in 2012 to $14 million in 2016, and demand has been higher than ever to use XSELLERATOR as 
evidenced by the 600% increase in installation revenue mentioned above. In figure 9, observe 
how total revenue has increased in recent years as new OEMs are integrated into the 
XSELLERATOR software. 

 

                                                      
9 http://www.quorumdms.com/pdfs/corporate/AGM2017Presentation.pdf 
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Figure 8: Growth of Total Addressable Market with Each Integrated OEM 

 
 

Figure 9: Historical Total Revenue Per Year  

 
  
 Observing Figure 9, we see that total revenue has followed the same type of steadily 
increasing pattern each year since 2012, growing approximately 15% each year. To forecast the 
number of installations driven by OEM integration, it was estimated that for each OEM 
integrated, Quorum will both grow its market share of its current TAM, as well as capture 
additional market share of the OEM that has been newly integrated. Quorum is currently 
installed in 336 dealerships across North America, 195 in auto OEMs in Canada and 51 in the 
US, with 90 “Other” dealerships across North America including NAPA, ATV, and other body 
shops. By reviewing figure 10 below, Quorum currently occupies a very small portion of market 
share, specifically in the US. Quorum is projected to grow its market share in Canada 0.5% in 
2017, and increase steadily every year up to 1.5% in 2022 when all OEMs are expected to have 
been integrated into XSELLERATOR. These installations should include the bulk of current 
customers who own dealerships that are not yet installed on XSELLERATOR who will switch 
once the additional OEM is added. 
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Figure 10: Breakdown of Quorum’s Total Addressable Market 

 
 

 To summarize the number of dealerships expected to be installed per year from OEM 
integration, please observe figure 11. It is expected that 2022 will be the year of the most 
growth of from this OEM integration strategy. Once all OEMs have been integrated, 
installations will be driven by market share growth and referrals, causing the terminal number 
of installations per year to be conservatively small for the base case valuation. 
 

Figure 11: Summary of Installations Driven by OEM Integration 

 
 

2.1.4 Acquisition of Autovance and Other Third Party Software 
 On August 22nd, 2017, Quorum announced the purchase of a complementary third party 
desking software business called Autovance Technologies Inc. "Desking" can be thought of as 
the ancillary tasks a dealership worker would historically do at their desk, but now does on a 
mobile device, such as credit checks, finance and insurance, etc. Autovance is an unparalleled 
desking product with a proven track record in the North American automotive retail market. 
Quorum has been able to integrate the Autovance desking product seamlessly into its 
XSELLERATOR sales process to provide dealerships with a more integrated end-to-end business 
process for their vehicle sales department10. 
 
 The strategic implications behind this deal make it a slam-dunk for Quorum. First, 
Autovance is currently installed in 148 dealerships across Canada, of which 63 use Quorum’s 
XSELLERATOR software. This opens revenue channels to 85 new dealerships in Canada that 
Quorum did not previously have as clients, and greatly increases Quorum’s potential to sign 

                                                      
10 http://www.canadianautoworld.ca/industry-news/quorum-buys-autovance-technologies 
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them on to the XSELLERATOR platform11. Additionally, Autovance has a strong growth strategy 
in North American, with the with the potential to add significant future revenue for Quorum. 
Finally, this deal supports Quorum’s strategic integrated end-to-end business direction. 
Autovance Technologies Inc. President Rick Johnston will join Quorum’s senior management 
team and provide an additional area of expertise12. 
 
 Overall, this acquisition is a huge growth catalyst in both client and product 
diversification will lead to enhanced revenue growth rates in the short and long-term future. A 
summary of the number of installations expected from this thesis is summarized in Figure 11. 
Of the 85 dealerships currently using Autovance, but not XSELLERATOR, it is expected that 85% 
or seventy-three dealerships will switch to Quorum over the five years following the acquisition 
in the timeline presented in Figure 11 below. 
 

Figure 12: The Number of Installations Expected to arise from Autovance Acquisition Per Year 

 
 

2.1.5 XSELLERATOR Attains “Platinum” Level Certification from GM 
 In August 2017, Quorum announced that it had completed testing and certification of its 
service inspection and quoting tools with General Motors under the GM DTAP Service Lane 
category. XSELLERATOR is now only one of four DMS systems certified with the highest 
“Platinum” level for use by GM dealerships. It will begin rolling out these new tools in October 
2017 in all GM dealerships that have signed up for the program. 
 
 These new tools will contribute substantially to add-on revenue over the next few years 
as more dealerships adopt the practice of using these tools. Moreover, the “Platinum” 
certification by GM is a huge marketing opportunity to the thousands of GM dealerships across 
North America that may not have heard of XSELLERATOR before. Thus, it is predicted that this 
relationship with GM will yield several new clients over the upcoming years, starting out slowly 
with 4 installations in 2018, but growing to 16 annually in 2025, predominantly in the US as 
Quorum will use this certification to grow its very small market share in the country. A summary 
of the dealership installations expected because of this certification is included in Figure 10.  

 

Figure 13: Number of Installations from GM "Platinum" Certification Per Year 

  
 

2.1.6 Dealership Consolidation Drives Growth Rates 
The retail automotive business in North America is highly saturated, and owners are 

increasingly seeking growth via acquisitions. It is estimated that multi-OEM dealer groups of 

                                                      
11 http://www.quorumdms.com/pdfs/corporate/Q22017Presentation.pdf 
12 http://quorum.mwnewsroom.com/press-releases/quorum-closes-acquisition-of-autovance-technologies-inc-

tsx-venture-qis-201709061101882001 
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four or more locations comprise of 45% of the U.S. market and 30% of the Canadian market, 
and these numbers are only going to increase over the next several years. Since 2014, in 
Canada alone there have been over 65 dealership group acquisitions, eight newly formed 
partnerships, and several other private equity deals. 
  
 North American dealership consolidation effects Quorum's revenue model by increasing 
the average size per dealership. Thus, a growth rate in average revenue per dealership, in each 
of installation, add-on, and support revenue was added to the model. The base case scenario 
projects a 1% quarterly growth rate in each of these three core revenue segments to account 
for this growth. 
 

2.1.7 Revenue Forecast 
 In this section, each of the assumptions stated above will be brought together to 
formulate the revenue forecast in our base case scenario. The Software as a Service (SaaS) 
revenue model deployed by Quorum generates revenue predicated on how large its installed 
base is. Quorum's revenue is divided into core revenue and noncore revenue. The three main 
categories of core revenue include: (a) support revenue generated from the monthly 
subscription use of its XSELLERATOR software, (b) add-on revenue, which includes 
supplementary products Quorum can add to its software service that is either hosted by 
Quorum or a third-party company, and (c) installation revenue, which is the revenue generated 
from installing XSELLERATOR at a dealership. 
  
 The nature of its business model relies primarily on support revenue that grows 
proportionately with the number of dealerships using its service. This payment is made by 
dealerships every month. Add-on revenue contributes a smaller amount of revenue and is less 
consistent on a per dealership basis, but it grows proportionately with the number of installed 
dealerships as well. Finally, installation revenue is generated by the number and size of 
dealerships installed over the specific time frame. Please see figure 14 for a breakdown of 
historical core revenue. 
 

Figure 14: Historical Core Revenue Breakdown 
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 To forecast installation revenue, the number of installations predicted per quarter is 
multiplied by the average price of installation per dealership. The average price of installation 
per dealership increases 1% every quarter using the growth rate explained in section 2.1.6. The 
number of installations expected per year is driven from the points in this section, and their 
results are aggregated into the chart in Figure 15 on a quarterly basis. 
 
 To forecast support revenue, the average support revenue per new dealership is then 
multiplied by the number of net new dealerships installed in the previous quarter and added to 
the support revenue from the previous quarter since dealerships are guaranteed not to have 
price increases. The average support revenue per new dealership grows at a rate of 1% 
quarterly as explained in section 2.1.6. 
 
To forecast add-on revenue, the average add-on revenue per dealership is multiplied by the 
number of installed dealerships. The average add-on revenue per dealership grows at a rate of 
1% quarterly as well. 
 
 Bringing all the pieces together, please observe figure 15 below to view the quarterly 
revenue breakdown. The complete annual revenue forecast can be found in section 3.1. 
 

Figure 15: Example of Quarterly Revenue Projection Breakdown 

 
  

  

Revenue	Type 2012A 2013A 2014A 2015A 2016A CAGR

Support 6,421,006			 6,819,103			 7,011,852			 7,881,742			 8,808,171				 8.22%

Add-on 368,871						 420,590						 549,764						 1,114,527			 1,574,880				 43.75%

Installation 514,108						 251,917						 548,872						 854,435						 1,544,205				 31.65%

Total 7,303,985			 7,491,610			 8,110,488			 9,850,704			 11,927,256	 13.04%

-														

2017Q3E 2017Q4E 2018Q1E 2018Q2E 2018Q3E 2018Q4E

Period 1 2 3 4 5 6

Existing	Rooftops 336 342 348 355 362 370

Installations 9 9 10 10 11 11

Lost	Rooftops 3 3 3 3 3 3

Ending	Rooftops 342 348 355 362 370 378

Average	Support	Revenue/	New	Dealership 7,444									 7,518									 7,594									 7,670									 7,746									 7,824									

Support	Revenue 2,526,196		 2,571,758		 2,617,775		 2,671,999		 2,726,765		 2,789,980		

Average	Add-on	Revenue/Dealership 1,500									 1,515									 1,530									 1,545									 1,561									 1,577									

Add-on	Revenue 509,040					 523,311					 537,817					 554,122					 570,698					 589,144					

Average	Installation	Revenue/Dealership 44,000							 44,440							 44,884							 45,333							 45,787							 46,244							

Installation	Revenue 396,000					 399,960					 448,844					 453,332					 503,652					 508,689					

Core	Revenue	Subtotal 3,431,236		 3,495,029		 3,604,436		 3,679,453		 3,801,116		 3,887,813		
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2.2 The Case for Margin Expansion 
 The objection of this subsection is to prove the legitimacy behind the second thesis 
claim that margins will grow over the forecasted period, and provide a base case forecast as to 
how this growth is expected to unfold. The discussion begins with a review of historical margins 
of Quorum and its competitors. It will then look at the competitive forces of the industry to 
justify the direction Quorum is heading. Finally, to end this subsection, a forecast of margins is 
presented that with support from all that was mentioned. These will be the margins used in the 
base case forecast of the valuation model. 
  

2.2.1 Industry Dynamics  
 The automobile DMS industry is very concentrated and acquisition heavy. There are 
about 21,000 auto-dealerships in North America and about 75% of all dealerships belong to two 
main players: CDK Global and Reynolds & Reynolds. These two players have reached maturity 
and have been trying to expand margins rather than make significant improvements to their 
products or enhance their service. For example, after CDK spun off from ADP, it announced a 
massive margin expansion initiative that coincided with major cost cutting and lower 
growth13. Similarly, Reynolds & Reynolds is already far along into that process, generating high 
margins, but low growth. As observed in Figure 16, Quorum currently has lower net margins 
than its established competitors do, but its revenue growth rate has been three times as large 
for the past few years. Unfortunately, since many of the companies in this industry produce a 
relatively stable stream of cash flows with high margins, many of the firms have been taking 
private, leaving the pool of public competitors very small. 
 

Figure 16: Public Competitor Comparison Chart14 

 
  
 Referring to figure 17 below, it is observed that Quorum and MAM Software have 
historically had higher gross margins than CDK. This phenomenon can be attributed to CDK 
offering a larger array of software solutions to different clients resulting in higher cost of goods 
sold. On the other hand, both Quorum and MAM offer a single software solution that helps 
streamline their hosting costs. Moreover, Quorum’s gross margins have been subdued in recent 
years as installation revenue has accounted for a larger proportion of total revenue. Quorum 
often sells installations at a price just above cost as an incentive for buyers. Thus, the margins 
on installation revenue are quite small compared to the margins generated from support 

                                                      
13 https://valuewhereitcounts.wordpress.com/2016/05/19/quorum-information-technologies-qis-v-not-your-
typical-penny-stock/amp/ 
14 http://investors.cdkglobal.com/ 

Company EBITDA Gross Net '13A-'17A '17A-'19E

CDK	Global	Inc. 29.80% 44.40% 13.30% 4.82% 4.42%

MAM	Software	Group	Inc. 14.80% 55.10% 14.48% 3.54% 8.35%

Quorum	Information	Technologies	Inc. 13.30% 52.40% 4.05% 15.10% 13.86%

LTM	Margins Revenue	CAGRs

Public	Competitor	Comparison



 
17 

revenue. However, as Quorum grows its installed base, gross margins should continue to rise as 
support revenue contributes a larger proportion to total revenue.  
 

When comparing EBITDA and net profit margins, CDK has the advantage as they are 
undergoing a cost cutting initiative, limiting the amount it spends on fixed costs15. The process 
of integrating OEMs onto the XSELLERATOR software is long and capital-intensive. Management 
says it should be mostly complete by the end of 2018, suggesting expenses related to those 
activities will subside, further increasing the EBITDA margin more closely to that of its peers16. 

 

Figure 17: Historical Margins of Quorum and Its Competitors 

 
 
 

2.2.2 Margin Projections 
 Observing figure 18, margins undergo significant growth over the projected period. This 
is due to two primary factors. First, the acquisition of Autovance will add high margin recurring 
revenue. This should enhance margins initially, especially gross profit. Moreover, over the past 
several years Quorum has experienced lower margins as installation revenue, a much lower 
margin revenue, has comprised a relatively larger percentage of total revenue. Quorum 
generally sells installations very close to cost as an incentive for new dealerships to sign on to 
XSELLERATOR. However, it is expected that these newly installed dealerships will yield higher 
margin support revenue later in the projected time frame. 
 
 Increasing installation capacity by adding new personnel is expected to subdue margins 
through 2018. In figure 18, we observe third party costs decrease over time due to the 
Autovance acquisition.  Moreover, salaries and benefits are expected to be higher in the near 

                                                      
15 http://www.nasdaq.com/symbol/cdk/financials?query=income-statement 
16 https://finance.yahoo.com/quote/MAMS/financials?p=MAMS 

Company 2013 2014 2015 2016 LTM

CDK Global Inc. 40.10% 39.10% 38.30% 41.20% 44.40%

MAM Software Group Inc. 58.50% 56.00% 56.50% 54.70% 55.10%

Quorum Information Technologies Inc. 56.20% 54.50% 51.90% 52.30% 52.40%

Company 2013 2014 2015 2016 LTM

CDK Global Inc. 20.50% 20.90% 21.20% 24.90% 29.90%

MAM Software Group Inc. 18.8% 11.40% 14.00% 13.80% 15.00%

Quorum Information Technologies Inc. 8.10% 14.80% 14.40% 14.00% 13.30%

Company 2013 2014 2015 2016 LTM

CDK Global Inc. 10.00% 11.80% 9.90% 13.00% 15.70%

MAM Software Group Inc. 11.00% 5.40% 9.50% 11.50% 14.50%

Quorum Information Technologies Inc. 3.70% 2.10% 4.20% 4.00% 3.90%

Gross Margins

EBITDA Margins

Net Profit Margins
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term to illustrate increased hiring to facilitate more dealership installations. Salaries and 
benefits under fixed costs is expected to be higher in 2018 to account for the added personnel 
at their new London Office. General and Administrative costs are expected to decrease as a 
percentage of sales over time, especially once the new office has settled in. Sales and marketing 
expense is expected to remain consistent over time.  
 

Figure 18: Projected Percentage of Sales Forecast Per Expense 

 
 
 The resulting margin projections from the above assumptions are displayed in graph and 
chart form in figure 19 below. Throughout the projection period we observe gross margin grow 
to around 60% from 53%, EBITDA margin growing from 15% to 22%, and EBIT margins grow 
from 7% to 15%. The ending margins are more in line with its more mature competitors. These 
margins were used to project terminal year EBITDA used in calculating the terminal value. 

 

Figure 19: Projected Margin Performance 

 
 

 
 

2.3 The Case for Diminishing Capex 
 In this subsection, we break down annual PP&E and intangible asset capex for Quorum, 
and discuss how the investment thesis presented will affect the share price generated by the 
valuation model. 
 

26,273,122				

2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

COGS

Third	party	costs 14.0% 14.5% 14.0% 13.5% 13.7% 13.7% 13.5% 13.5% 13.5%

Salaries	and	benefits 29.0% 30.0% 28.0% 27.5% 27.3% 27.2% 27.1% 27.0% 27.0%

Expenses

Salaries	and	benefits 26% 29% 28% 27% 26% 26% 25% 25% 25%

General	and	administrative 10.0% 9.0% 8.0% 7.5% 7.5% 7.0% 7.0% 7.0% 7.0%

Sales	and	marketing 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0% 4.0%

0%

20%

40%

60%

80%

2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

EBITDA Margin EBIT Margin Gross Margin

Margins 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Gross	Margin 56.18% 54.45% 51.85% 52.29% 57.29% 55.63% 58.11% 59.10% 59.09% 59.17% 59.40% 59.50% 59.50%

EBITDA	Margin 15.49% 14.68% 14.20% 13.88% 15.47% 14.88% 19.41% 19.97% 20.18% 20.96% 21.61% 21.74% 21.74%

EBIT	Margin 7.01% 6.44% 6.11% 5.38% 6.47% 5.88% 10.41% 10.97% 11.18% 11.96% 15.06% 15.33% 15.33%

Projected	PeriodHistorical	Period
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2.3.1 Depreciation and Capex Schedule 
 Capex has been calculated using the Smith and McNally method. The depreciation rate 
on PP&E is expected to remain at the average of what it has been historically since Quorum’s 
fixed assets will not change in nature by any substantial amount. Since growth capex of PP&E is 
mainly used to facilitate software development, it was pegged at its historical average over the 
projected period. 
 
 Software development costs are amortized at around 15% over the projected time 
frame based of historical averages. However, since Quorum is undergoing a time of intense 
software development of integrating OEMs into its XSELLERATOR software, it is expected that 
growth capex as a percentage of new sales will persist around its three-year historical average 
as this period accurately reflects a period of high software development costs from integrating 
OEMs. Thus, the growth capex as a percentage of new sales will remain around 33.17% until 
assumed virtually all OEMs are integrated into XSELLERATOR in 2021. At this point, the rate of 
33% is expected to descend towards a long-term growth capex rate of 5%, signalling lower 
development costs, and lower growth. The final portion of intangible assets are amortized at a 
declining balance of roughly 6% annually throughout the forecasted period as reflected in the 
historical average. The amortization costs of all intangible assets are tax deductible. 
 

Figure 20: CAPEX Schedule for Quorum 

 
2.4 Well-aligned Management with Shareholders 

Cumulatively, there are dozens of years in the automotive retail industry represented in 
the Quorum management team. In total, the management team, board of directors, and large 
customers own over 50% of Quorum. The management team seems very well aligned with their 
consumers, and have grown revenue for 22 straight quarters. They are compensated as a 

CAPEX Schedule 2011A 2012A 2013A 2014A 2015A 2016A 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

PP&E

Revenue 7,727,502         7,566,580         7,986,772       9,215,768      10,744,478    12,178,450    13,465,517    15,510,019    17,527,928    19,950,369    23,027,070   26,712,229    29,278,355   30,784,990   31,462,260   

Depreciation 36,055              66,390              73,804            63,518           58,833           98,525           114,497         131,453         152,128         174,727         202,715        237,129         268,945        289,673        300,788        

Net Fixed Assets 94,030              205,718            164,829          150,550         210,650         288,719         323,759         379,421         434,358         500,309         584,072        684,401         754,264        795,282        813,720        

Depreciation Rate 36.27% 33.22% 33.53% 28.01% 32.96% 31.50%

CAPEX 45,569              32891 49,239           118,933         176,594         149,537         187,114         207,066         240,678         286,478        337,458         338,807        330,691        319,226        

Maintenance CAPEX 41,653              81,948            66,394           49,044           83,122           107,946.59    121,048         141,858         162,398         187,056        218,374         255,885        282,005        297,341        

Growth CAPEX 3,916                (49,057)          (17,155)          69,889           93,472           41,591           66,067           65,208           78,280           99,422          119,084         82,923          48,686          21,886          

Growth CAPEX - % of new sales -2.43% -11.67% -1.40% 4.57% 6.52% 3.23%

Software Development Costs

Revenue 7,727,502         7,566,580         7,986,772       9,215,768      10,744,478    12,178,450    13,465,517    15,510,019    17,527,928    19,950,369    23,027,070   26,712,229    29,278,355   30,784,990   31,462,260   

Amortization 473,776            495,497            602,651          695,418         809,518         937,006         941,911         1,026,360      1,129,335      1,241,890      1,364,725     1,479,903      1,557,265     1,586,638     1,594,983     

Net Software Development Assets 4,282,666         4,384,422         4,369,945       4,651,079      5,114,862      5,494,346      5,888,616      6,514,912      7,133,062      7,875,133      8,617,521     9,267,050      9,552,447     9,622,022     9,653,297     

Amortization Rate 10.82% 12.88% 14.31% 15.31% 16.23% 15.28%

CAPEX 597,293            588,174          976,552         1,273,301      1,505,938      1,336,181      1,652,656      1,747,485      1,983,961      2,107,113     2,129,432      1,842,662     1,656,213     1,626,259     

Maintenance CAPEX 489,680            603,648          673,746         771,074         903,490         909,286         974,536         1,078,185      1,180,485      1,303,294     1,426,156      1,533,649     1,580,881     1,592,395     

Growth CAPEX 107,613            (15,474)          302,806         502,227         602,448         426,895         678,121         669,300         803,475         803,819        703,276         309,013        75,332          33,863          

Growth CAPEX - % of new sales -66.87% -3.68% 24.64% 32.85% 42.01% 33.17% 33.17% 33.17% 33.17% 26.13% 19.08% 12.04% 6.41% 5.00%

Finite Intagible Assets

Revenue 7,727,502         7,566,580         7,986,772       9,215,768      10,744,478    12,178,450    13,465,517    15,510,019    17,527,928    19,950,369    23,027,070   26,712,229    29,278,355   30,784,990   31,462,260   

Amortization 882                   820                   762                 709                660                613                611                574                539                507                476               448                421               395               372               

Net Fixed Assets 13,711              12,891              12,129            11,420           10,760           10,147           9,536             8,962             8,423             7,916             7,440            6,992             6,571            6,176            5,804            

Depreciation Rate 6.16% 6.09% 6.02% 5.95% 5.86% 6.02%

CAPEX -                    -                 -                 -                 -                 -                 -                 -                 -                 -               -                 -               -               -               
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function of top line revenue growth. Thus, there is incentive for them to grow the installed user 
base as fast as possible, but also provide exemplary service to its customers. This has been a 
successful compensation strategy over the past several years, and it should continue to align 
manager and shareholder interests going forward. The Board of Directors brings additional 
expertise to the business. There are representatives from technology consulting companies, 
large dealership customer groups, and former managers of Quorum’s competitors. The addition 
of Rick Johnston from Autovance will only add an extra dimension of expertise to this successful 
and knowledgeable team. To conclude, this analysis of the management team and the Board of 
Directors of Quorum only builds confidence that the company is on the right strategic path 
going forward. 

 

2.5 Conclusion 
 To conclude, the primary catalysts for share price growth are rampant OEM integration, 
its acquisition of Autovance, and the high potential of being bought out over the next several 
years. The first two thesis points are the underlying drivers of organic growth for the company, 
while the third point provides an extra dimension of the return potential of this company. The 
next section will discuss how each of these factors presented here influences the assumptions 
in the valuation model.  

3.0 Base Case Forecasts 
 The objective of this segment of the report is to create the assumptions that have led 
the model to its final valuation. The topics covered include the explanation of a sales forecast, 
projected margins, and other cash flow assumptions. 
 

3.1 Sales Forecast 

 Using the conclusions drawn in section 2.1, Quorum's base case sales forecast can be 
found in figure 21. The quarterly forecasts are aggregated to form the annual forecast below. 

 

Figure 21: Projected Revenue in Base Case Forecast 

 
 

3.2 Margins 
 Using results from section 2.2, the margins used in the base case valuation are 
expressed in figure 21 below. 
 

3,887,813	

Revenue	Stream 2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E

Support	Revenue 9,969,821				 10,806,519		 11,821,262		 13,110,102		 14,658,717		 16,449,746		 18,356,639		 19,687,374		

Add	on	Revenue 1,702,494				 2,251,781				 2,550,644				 2,917,664				 3,352,709				 3,855,027				 4,401,810				 4,853,071				

Installation	Revenue 1,518,897				 1,914,518				 2,181,903				 2,467,847				 2,875,073				 3,205,513				 2,442,286				 1,732,678				

Total	Revenue 13,191,213		 14,972,817		 16,553,809		 18,495,612		 20,886,499		 23,510,287		 25,200,735		 26,273,122		
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Figure 21: Projected Margins in Base Case Forecast 

 
3.3 Capex 
 Using results from section 2.3, figure 22 below summaries the total capex spent on both 
PP&E and intangibles throughout the forecast period. 
 

Figure 22: Projected Capex 

 
 

3.4 Working Capital Ratios 
 The working capital ratios used in the calculation of the net change in working capital 
line in the DCF model were formulated as a function of the projected balance sheet. Since 
Quorum is a “software as a service” business, its net working capital comprises a low 
percentage of sales. Using the percent of sales method with a few exceptions, the working 
capital schedule displayed in Figure 23 below was created. Accounts receivable was maintained 
at 11% of sales, inventory at 0.2%, and prepaid expenses rose from 2% to 3% over the course of 
the projection. In terms of current liabilities, accounts payable rose from 8% to 10% to be more 
in line with its competitors, and deferred revenue fluctuated around 2.5%. The resulting change 
in net working capital was used in the calculation of free cash flow in the DCF valuation.  
 

Figure 23: Working Capital Schedule 

 
 

2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Gross	Margin 57.29% 55.63% 58.11% 59.10% 59.09% 59.17% 59.40% 59.50% 59.50%

EBITDA	Margin 15.47% 14.88% 19.41% 19.97% 20.18% 20.96% 21.61% 21.74% 21.74%

EBIT	Margin 6.47% 5.88% 10.41% 10.97% 11.18% 11.96% 15.06% 15.33% 15.33%

Projected	Period

4.0%

2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Purchase	of	property	and	equipment 140,673											 175,827											 187,479											 215,231											 249,509											 281,371											 277,918											 275,153											 270,093											

Software	development	costs 1,245,199							 1,551,552							 1,575,334							 1,775,158							 1,854,187							 1,825,742							 1,605,116							 1,486,286							 1,469,763							

Total	Capex 1,385,873							 1,727,379							 1,762,813							 1,990,390							 2,103,695							 2,107,113							 1,883,035							 1,761,439							 1,739,856							

2017E 2018E 2019E 2020E 2021E 2022E 2023E 2024E 2025E

Sales 13,465,517   15,510,019   17,527,928   19,950,369   23,027,070   26,712,229   29,278,355   30,784,990   31,462,260   

COGS 5,750,766     6,881,958     7,341,730     8,159,651     9,421,099     10,905,302   11,887,012   12,467,921   12,742,215   

Current Assets

Accounts Receivables 1,481,207     1,628,552     1,752,793     2,194,541     2,532,978     2,938,345     3,220,619     3,386,349     3,460,849     

Inventories 26,931          31,020          35,056          39,901          46,054          53,424          58,557          61,570          62,925          

Prepaid Expenses and Other 269,310        341,220        420,670        518,710        644,758        801,367        878,351        923,550        943,868        

Total 1,777,448     2,000,792     2,208,519     2,753,151     3,223,790     3,793,137     4,157,526     4,371,469     4,467,641     

Current Liabilities

Accounts Payable 1,077,241     1,318,352     1,577,514     1,895,285     2,302,707     2,671,223     2,927,836     3,078,499     3,146,226     

Deferred Revenue 336,638        403,260        473,254        558,610        667,785        801,367        878,351        923,550        943,868        

Total 1,413,879     1,721,612     2,050,768     2,453,895     2,970,492     3,472,590     3,806,186     4,002,049     4,090,094     

NWC 363,569        279,180        157,751        299,256        253,298        320,547        351,340        369,420        377,547        

% of Sales 2.70% 1.80% 0.90% 1.50% 1.10% 1.20% 1.20% 1.20% 1.20%

Change in NWC: (5,913)          (84,389)        (121,429)      141,504        (45,958)        67,249          30,794          18,080          8,127            
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3.5 Terminal Growth Rate 
 The terminal growth rate was calculated using the Gordon Growth Model. The long-
term growth rate was conservatively determined to be 2.2%. It was determined that this rate is 
consistent with the long-term nominal GDP growth forecast of ~2.2%17. A nominal rate is used 
to match the nominal cash flows and nominal WACC. It is reasonable to assume that Quorum 
can grow at least as fast as GDP over the long-term if it continues to make incremental 
additions to its software to grow revenue. Many mature industry players have been growing 
revenue around 2-3% annually using this strategy. Thus, taking a conservative perspective, a 
growth rate at the low end of the spectrum was determined to be 2.2%. Figure 24 shows the 
terminal growth rate used in the formulation of the terminal value. Please see the next 
subsection for a walk through of the WACC calculation. 
 

Figure 24: Calculation of Terminal Value Using Terminal Growth Rate 
 

 
  

3.6 WACC Calculation 
 Two different weighted average costs of capital (WACC) were used to value the two 
separate components of the discounted cash flow valuation; one for the forecasting period and 
one for the terminal value. The calculation of betas used to formulate the cost of equity for 
both the projected time frame and the terminal value will be discussed first. 

 
Beta was formulated by comparing Quorum's historical beta to that of its peers. An 

interesting phenomenon was discovered when calculating Quorum's ten-year beta with that of 
its five year. Its ten-year weekly beta was 2.27, while its five-year weekly beta was -0.17. The 
reason for stark contrast was the stock's dramatic decline during the financial crisis when 
General Motors entered bankruptcy protection. At the time, Quorum had an installed base that 
consisted of over 90% GM car dealerships in Canada and the US. Thus, the stock price 
plummeted from just under a dollar to just a few cents in the late 2000's. The market also 
trended downward during this time, causing the beta to be superficially high. Analyzing the 
long-term adjusted beta of some of its comparable companies in Figure 25, it is seen that 
similar companies did not experience this same behaviour of stock performance over this 
period, causing their beta to be less than one. Intuitively, this makes sense since a consistent 
recurring revenue business should not be sensitive to general market movements as cash flows 
are more predictable than other cyclical industries. This fact, compounded with the fact that 
Quorum has diluted the share of any single OEM dealerships in its installed base to a far smaller 
percentage, means it is far less susceptible to a single OEM performing poorly than it was 

                                                      
17 https://data.worldbank.org/indicator/NY.GDP.DEFL.KD.ZG 
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during the financial crisis. Thus, to calculate the beta used for the WACC, the median beta of its 
comparable companies set was selected using 10 years of monthly returns data regressed 
against the market. The median resulting beta coefficient was unlevered and relevered to 
Quorum's current capital structure to provide a beta of 0.55.  
  

Figure 25: Beta Comparison Table 

 
  

To formulate the discount period WACC, a risk-free rate of 2.40% was used, obtained by 
the current yield of a ten-year U.S. treasury bond. The cost of debt of 6.25% was calculated by 
taking the dollar-weighted average of yields of bonds issued by Quorum's peer group. After 
applying Quorum's corporate tax rate of 27%, a discount period WACC of 6.24% was achieved, 
as observed in figure 26 below. For the terminal WACC, the current risk-free rate is replaced by 
LSIF's value of 3%. The target capital structure remains the same, as it is expected the company 
will remain financed primarily by equity, in line with its peer group. A terminal value WACC was 
calculated to be 6.84%. Please see figure 26 below for more information. 
  

Figure 26: Breakdown of the Calculation of WACC  
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4.0 Valuation 
 In this section, the report will compare its base case valuation to its bull and bear cases. 
The primary drivers of each case is the pace at which Quorum is able to install dealerships and 
grow their installed base. Other items that vary with scenario are the rate of average dealership 
installation revenue growth rate, add-on revenue per dealership growth rate, and support 
revenue per newly installed dealership.  
 

4.1 Base Case Valuation 
 Applying the assumptions outlined in section 3.0, the base case valuation came out to a 
value of $1.04 per share, approximately a 61% upside from the current share price of $0.65. 
Figure 27 shows the effect of sensitizing the terminal growth rate and terminal WACC. As 
observed in the chart below, small changes have a significant effect on share price and increase 
the risk of investment. 
 

Figure 27: Terminal Growth Rate and Terminal WACC Sensitivity  

 
 

 The number of dealerships installed per quarter grows at a modest rate versus the bull 
case, and a faster pace than the bear case as illustrated in Figure 28 below. Since the model is 
driven primarily from the number of installations, the primary difference in the base, bull, and 
bear cases are the number of installations completed. 
 

Figure 28: Projected Number of Installations Per Quarter Through to 2020 

 
 

4.2 Bull Case Valuation 
 The bull case valuation generated a valuation of $1.36, an upside of 109%. This case 
forecasted that Quorum would be able to integrate OEMs at a faster rate and increase their 
capacity sooner, essentially doubling their installation capacity by the end of the forecasting 
period. This case also projected average dealership size growing at a rate of 2% per quarter, 
faster than the base case. Moreover, costs are expected to remain the same proportion to 
sales, except depreciation and amortization, interest on long term debt, and bank charges. This 
scenario represents faster growth and increased efficiency. Margins finished wider than the 
base case, fueling larger net income, free cash flow, and subsequently, a higher valuation.  
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4.3 Bear Case Valuation  
 The bear case valuation generated a valuation of $0.82, an upside of 26%. This case 
forecasted that Quorum would be able to integrate OEMs at a slower rate and delay their 
increase in installation capacity, inhibiting them from growing their installed base, and thus, 
stalling support revenue growth. This case also projected average dealership size growing at a 
rate of 0.5% per quarter, slower than the base case. Moreover, margins finished tighter than 
expected since costs remained the equivalent portion to sales that they were in the base case, 
except depreciation and amortization, interest on long term debt, and bank charges. The net 
result are tighter margins, lower net income, free cash flow, and subsequently a lower 
valuation. 

5.0 Alternative Valuations 
 The two alternative valuation methods used in this section of the report will be a 
comparable company analysis and a precedent transactions analysis. These two valuations may 
offer a better glimpse into what a strategic buyer or private equity firm may pay for the 
company. Due to the consolidation in the industry and low liquidity of the firm’s equity, these 
methods may have a greater influence on the share price than companies in other 
circumstances. 
 

5.1 Comparable Companies Analysis 
 Unfortunately, there is a very limited number of publicly traded competitors of similar 
size and capital structure to Quorum. This is due to the high margin and consistent revenue 
nature of the business that many private equity firms prefer to take in house. Thus, the realm 
of competitors chosen for this analysis are comprised of: (a) CDK Global, one of the largest 
players in the auto DMS industry, (b) MAM Software Group, the host of a DMS for the 
automotive aftermarket with a size only several times larger than Quorum, (c) Tecsys, a 
Canadian supplier of software used to manage supply chains, and (d) Redknee, a Canadian 
generalist business that sells software used to manage other firm’s online sales and 
monetization solutions. For Information on the trading multiples and performance of each of 
these firms in relation to Quorum, please see Figure 29 below. 

Figure 29: Comparable Companies Analysis 

 

1,739,856							

Market

Company Cap LTM FY'18 LTM FY'18 EBITDA Gross '13A-'17A '17A-'19E

CDK	Global	Inc. 9,350.00									 4.87				 4.67						 16.33							 13.08						 29.80% 44.40% 4.82% 4.42%

MAM	Software	Group	Inc. 96.79															 3.28				 2.96						 22.06							 17.88						 14.80% 55.10% 3.54% 8.35%

Tecsys	Inc. 211.00													 2.73				 2.52						 20.65							 23.49						 13.20% 50.00% 11.99% 10.68%

Redknee	Solutions	Inc. 203.30													 1.10				 1.18						 319.20				 (33.25)				 0.04% 57.30% 0.49% 0.07%

Average 3.00				 2.833				 94.560				 5.300						 14.46% 51.70% 5.21% 5.88%

Median 3.00				 2.74						 21.36							 15.48						 14.00% 52.55% 4.18% 6.39%

Quorum	Information	Technologies	Inc.* 34.4 2.33				 2.16						 17.29							 15.47						 13.30% 52.40% 15.10% 13.86%

*Amounts	in	$CAD	millions

Comparables	Company	Analysis	(in	$USD	millions	unless	noted)

EV/REVENUE EV/EBITDA LTM	Margins Revenue	CAGRs
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 As observed in the chart above, Quorum has slightly smaller EV/Revenue multiples than 
its peer group norm, and lower EV/EBITDA then its peers of comparable size. A Forward 
EV/Revenue multiple of 2.74x, similar to the median of its peer group, would imply a share 
price of $0.82, slightly above the base case valuation. Moreover, the forecasted revenue 
growth rate for Quorum over the next several years if far higher than that of any comparable 
company, meaning these multiples will generate a higher share price more into the future. 
 
 In terms on Forward EV/EBITDA, Quorum trades at a multiple very close to the median 
of its peer group. Once Quorum has completed the integration of OEMs onto its software, fixed 
costs should decrease, increasing the EBITDA margin. This will generate higher EBITDA which 
will imply a higher share price. Overall, Quorum is currently undervalued according to the 
median forward revenue and EBITDA multiples. 
 

5.2 Precedent Transactions Analysis 
 Over half of all Quorum's common shares currently available are owned by the 
management team, Board of Directors, and customers. Voss Capital, long/short hedge fund 
based in Houston, Texas, also has a 15%-20% ownership stake in Quorum and a seat on the 
board. Voss has owned Quorum for almost four years now, and is expected to monetize their 
investment at some point over the next few years. Moreover, management could consider 
crystalizing some value and roll equity into a private entity. Management has hinted at their 
displeasure running a public company from a competitive intelligence standpoint, so it is likely 
they will take private if given the right opportunity. Furthermore, management could save 
significant public company costs if it were private.  
 
 Adding to the potential of Quorum being bought out, is the trend of consolidation in the 
industry. The acquisition of private company, Auto/Mate, by CDK Global is an indicator that the 
larger players in this industry are attempting to maintain their market share by buying out 
smaller players to diversify their service offering. Auto/Mate's business model is similar to 
Quorum. It is a small national DMS that caters to dealerships who are seeking a more cost 
effective and efficient way to host their dealership's technical processes. Auto/Mate had an 
installed base of roughly 1200 dealerships, and was integrated into all prominent OEMs sold in 
North America18. This made it an easy target for CDK to purchase, and assimilate their software 
package as one of its own. Currently, Quorum may be too small for a strategic buyer, but in two 
or three years there is a high chance an acquisition could happen once it has fully integrated all 
major OEMs and claims a larger installed base in Canada. 
 
 Figure 30 below is a summary of deals in the Auto DMS Industry over the past four 
years. comparing the multiples used to value those deals, a range of potential acquisition prices 
is generated. Using this as a gauge for a potential per share purchase price, a range of $0.66 to 
$1.44 is created, with a median recurring revenue multiple of 4.5x. The ARI Networks deal 

                                                      
18 http://www.autonews.com/article/20170524/RETAIL07/170529925/cdk-buys-auto/mate-in-consolidation-of-

dms-providers 
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traded at a discounted revenue multiple due to its 5-10% organic revenue growth rate and 
churn of greater than 10%. As described in section 2, Quorum is a much stronger business with 
a faster growth rate and better product. Thus, it should command a price somewhere in the 
4.0x-5.0x multiple range, yielding a share price between $1.15-$1.44 should the company be 
acquired.  
 

Figure 30: Timeline of Public Acquisitions in the Auto DMS Industry 

 
 

 
 

6.0 Conclusion 
 Based on a current share price of $0.65 and a target price of $1.04, it is recommended 
that Quorum information Technologies is a BUY. There is a significant upside opportunity if the 
company continues at the pace of growth it has been able to achieve up to this point. There 
could be even better stock performance of Autovance acquisition leads to increased growth 
and synergies not forecasted in this report. Thus, now is the optimal time to invest in Quorum 
as it hits an inflection point in profitability and growth. 

Acquisition FWD	Revenue	Multiple FWD	EBITDA	Multiple

TrueWind	Capital	acquired	ARI	Networks	(ARI-US) 2.75x 15x

Vista	acquired	Solera	Holding 5.0x 15x

Cox	acquired	Dealertrak 4.0x 19x

Dealertrak	acquired	Dealer.com 5.0x 31x

High 5.0x 31x

Median 4.5x 17x

Low 2.75x 15x

FWD	Revenue	Multiple Implied	QIS	Valuation FWD	EBITDA	Multiple Implied	QIS	Valuation

High 5.0x 1.44																													 31x 1.37																															

Median 4.5x 1.29																															 17x 0.75																															

Low 2.75x 0.79																															 15x 0.66																															
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Appendices 
Appendix 1: Timeline of Events and Share Price 

 
 

Appendix 2: Historic Performance of QIS versus the TSX Venture Index 
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