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Adding High-end Services – Acquiring WillowTree For $1.225B 

Our Conclusion 

We view the $1.225B acquisition of WillowTree as in line with TELUS 
International’s (TI) strategy. The acquisition adds a high-growth (~50% Y/Y) 
business that expands TI’s digital solution set and brings a blue-chip 
customer base. While TI paid a rich multiple, it has a strong track record of 
recognizing acquisition synergies. We see cross selling as the biggest 
synergy opportunity, with WillowTree adding high-value front-end design 
solutions to TI’s product mix. With little customer overlap,  WillowTree also 
diversifies TI’s customer base, which has historically been concentrated 
within tech and games. We see upside for the combined business as TI 
explores cross-selling opportunities. We retain our Outperformer rating and 
$39 price target.   

Key Points 

What Did TELUS Buy?: WillowTree was founded in 2008 and offers a mix 
of design-and-build digital solutions including product and content design, 
tech/systems implementation, data engineering, analytics, and optimization. 
WillowTree has seen very strong and profitable growth, with H1/22 revenue 
of $94MM, up 48% Y/Y, and adjusted EBITDA margins of 20%. The 
company operates 13 global studios, primarily in the U.S. and Europe, with 
its recent Poatek acquisition adding two new geographies (Brazil and 
Portugal). WillowTree employs over 1,000 digital strategists, designers, 
engineers, and project managers.  

Strategic Rationale: WillowTree adds higher-value design-and-build 
capabilities and strong revenue per employee ($190k). We see the 
transaction as complementary to TI from a domain and industry vertical 
perspective. The acquisition significantly enhances TI’s front-end design-and-
build capabilities and adds cross-selling capabilities. WillowTree brings 45 
new customers to TI that present cross-sell opportunities, while TI looks to 
leverage WillowTree’s best-in-class design-and-build capabilities to provide 
its 600 customers with enhanced digital experiences.   

Terms: TELUS International is acquiring WillowTree for an enterprise value 
of $1.225B. The purchase price equates to 8.75x F2021 revenue. The 
transaction is being funded with $940MM in cash from TI’s upsized and 
extended credit facilities, $125MM in subordinate shares, and $160MM 
reinvested by certain eligible WillowTree management team members. 
Following the close of the transaction, we calculate that TELUS International 
would have pro forma leverage of ~3.0x, up from 1.5x at the end of its most 
recent quarter. 
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CIBC Estimates and Valuation
(Dec. 31) 2020 2021 2022 2023
Adj. EPS 0.71A 1.01A 1.20E 1.51E
Adj. EBITDA(mln) 394.9A 540.0A 619.6E 729.7E

Adj. EPS Q1 Q2 Q3 Q4
2022 0.26A 0.30E 0.31E 0.34E
2021 0.23A 0.24A 0.26A 0.28A

Adj. EBITDA(mln) Q1 Q2 Q3 Q4
2022 142.0A 150.0E 155.3E 172.3E
2021 129.0A 131.0A 137.0A 143.0A

Valuation 2020 2021 2022 2023
P/E 36.5x 25.6x 21.6x 17.1x
EV/EBITDA 18.2x 13.3x 11.6x 9.8x

Avg. Dly. Vol.: 80K Shares O/S: 259.3M
Market Cap.: US$6,720M Float: 228.5M
52-wk Range: US$21.06 - US$38.32 Div. / Yield: NIL/NIL
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All figures in US dollars unless otherwise stated. 
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TELUS International (CDA) Inc. (TIXT-NYSE) — Outperformer  
Price (10/27/22) US$25.91   12-18 mo. Price Target US$39.00  
Sector: Information Technology 
Stephanie Price, CFA +1 416-594-7047 Stephanie.Price@cibc.com 
 

    

 
 

Source: FactSet, Company Reports & CIBC World Markets Inc. 
 

  

Company Profile 
TELUS International is a provider of multilingual digital customer 
experience and digital IT solutions to global clients. 

Investment Thesis 
TI’s focus on digital services and high-growth verticals provides a 
long runway for growth as the company improves its digital 
offerings and expands within the customer base. 

Price Target (Base Case): US$39.00 
Our Price Target is calculated using 15% revenue growth, 24.6% 
EBITDA margins and a 15.0x EV/EBITDA multiple. 

Upside Scenario: US$50.00 
Our upside scenario is calculated using 20% revenue growth, 
25.0% EBITDA margins and a 18.0x EV/EBITDA multiple. 

Downside Scenario: US$20.00 
Our downside scenario is calculated using 10% revenue growth, 
19.5% EBITDA margins and a 11.0x EV/EBITDA multiple. 

 

Key Financial Metrics 2020 2021 2022E 2023E
Sales Growth 60.0% 32.6% 17.4% 15.0%

Per Share Data 2020 2021 2022E 2023E
Diluted EPS 0.46 0.30 0.69 0.93
Adj. EPS Dil. 0.71 1.01 1.20 1.51
Wgt Avg # of Shares 224.2 261.7 266.0 266.0
FD Number of Shares 225.5 264.2 269.0 269.0

Income Statement 2020 2021 2022E 2023E
Revenue 1,582 2,194 2,576 2,963

Cost of Goods Sold 649 0 0 0
Gross Profit 1,006 2,194 2,576 2,963
Tot Operating Exp 626 1,752 2,005 2,272

OpEx (% of Revenue) 39.55% 79.85% 77.84% 76.69%
Adj. EBITDA 395 540 620 730

Adj EBITDA Margin 25.0% 24.6% 24.1% 24.6%
Net Income 103 78 187 250
Adjusted Net Income 160 267 323 407

Adjusted Net Margin 10.1% 12.2% 12.5% 13.7%

Cash Flow Statement 2020 2021 2022E 2023E
Net CFO 263 282 597 353

Capex (59) (99) (104) (120)
Free Cash Flow 204 183 493 233

Balance Sheet 2020 2021 2022E 2023E
Cash & ST Investment 152 115 276 93

Intangible Assets 1,294 1,158 981 809
Goodwill 1,500 1,380 1,327 1,327

Total Assets 3,745 3,626 3,607 3,447
ST Int-Bearing Debt 92 328 318 318

LT Int-Bearing Debt 1,673 820 593 265
Total Liabilities 2,634 1,971 1,803 1,393
Shareholders' Equity 1,111 1,655 1,805 2,054
Tot Liab & SE 3,745 3,626 3,608 3,447
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Strategic Rationale 
We see the WillowTree acquisition as complementary to TI’s existing solution set. The 
acquisition helps to accelerate growth, allowing TI to expand its design-and-build solution set 
and extend its potential product reach into existing customers.   

Exhibit 1: TI Service Offering Pro Forma WillowTree 

 

Source: Company reports and CIBC World Markets Inc. 

The acquisition also improves client diversification, adding 45 new customers in a variety of 
industries including financial services, consumer, media, travel, healthcare, restaurants, and 
technology. Key clients include Manulife, Fox, Mastercard, HBO, Synchrony, CBC, AB InBev, 
Marriott, and Pepsico.    

Transaction Details 
TELUS International is acquiring WillowTree for total enterprise value of US$1.225B, 
inclusive of $210MM of assumed debt. The $1.225B purchase price represents an 8.75x 
EV/Sales multiple on F2021 revenue.  

The transaction is being funded with $125MM in subordinate shares, $940MM in cash from 
upsized and extended TI credit facilities, and $160MM reinvested by certain eligible 
WillowTree management team members. Following the close of the transaction, we calculate 
that TELUS International would have pro forma leverage of ~3.0x, up from 1.5x at the end of 
its most recent quarter. Management expects to reduce leverage over the subsequent 
quarters through cash flow generation. We are forecasting $233MM in FCF for TI in F2023 
and expect WillowTree to contribute to the FCF generation once the transaction closes. 
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Exhibit 2: TIXT – WillowTree Acquisition, Financing Structure 

Estimated Financing Structure (US$ millions)   
Uses   
Acquisition of WillowTree  $            1,015  
WillowTree Debt  $               210  
Total Uses  $            1,225  
    
Sources   
TI Transaction Debt (including WillowTree debt)  $               940  
TI Subordinated shares  $               125  
WillowTree management reinvestment  $               160  
Total Sources  $            1,225  

Source: Company reports and CIBC World Markets Inc. 

Pro Forma Financials   
Pro forma, WillowTree increases TI’s F2021 revenue and EBITDA by ~5%. The WillowTree 
business appears well run, with a solid adjusted EBITDA margin and low capex 
requirements. With adjusted EBITDA margins of 20%, we expect that the majority of the 
synergies will be found through cross-selling opportunities. We will update our financial model 
with the close of the transaction, which is expected in January 2023.  

Exhibit 3: Pro Forma Revenue – TIXT And WillowTree, F2021 

US$ in millions TIXT  WillowTree  Pro Forma Combined 

Revenue (F2021) 
         

2,194  
                    

140  
                           

2,334  

Adj. EBITDA (F2021) 
            

540  
                     

28  
                              

568  
Adj. EBITDA Margin 25% 20% 24% 

Net Debt  
            

928   
                           

1,868  
Net Debt/EBITDA 1.5x  ~3x 
      
Revenue per employee ~37K ~190K  ~46.2K  

Source: Company reports and CIBC World Markets Inc. 

Note: Net debt/EBITDA is calculated based on TTM period using EBITDA per credit facility agreement (includes lease payments that 

are backed out of Adjusted EBITDA). 
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Price Target Calculation 
We derive our price target of $39.00 by applying a 15.0x EV/EBITDA to our 2023 EBITDA 
estimate based on the current capital structure. The 15.0x multiple is a blended average of 
Digital Services, BPO, and IT services peers. 

Key Risks To Price Target 
The primary risks to our price target include the following: 1) risks related to the concentrated 
customer base; 2) an increase in employee attrition rates; 3) litigation related to the working 
conditions for content moderation team members; 4) challenges in integration future 
acquisitions; 5) increased competition from well capitalized peers. 
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Important Disclosures 
Analyst Certification: Each CIBC World Markets Inc. research analyst named on the front page of this research report, or 
at the beginning of any subsection hereof, hereby certifies that (i) the recommendations and opinions expressed herein 
accurately reflect such research analyst's personal views about the company and securities that are the subject of this 
report and all other companies and securities mentioned in this report that are covered by such research analyst and (ii) no 
part of the research analyst's compensation was, is, or will be, directly or indirectly, related to the specific recommendations 
or views expressed by such research analyst in this report. 

Potential Conflicts of Interest: Equity research analysts employed by CIBC World Markets Inc. are compensated from 
revenues generated by various CIBC World Markets Inc. businesses, including the CIBC World Markets Investment 
Banking Department. Research analysts do not receive compensation based upon revenues from specific investment 
banking transactions. CIBC World Markets Inc. generally prohibits any research analyst and any member of his or her 
household from executing trades in the securities of a company that such research analyst covers. Additionally, CIBC 
World Markets Inc. generally prohibits any research analyst from serving as an officer, director or advisory board member 
of a company that such analyst covers. 

In addition to 1% ownership positions in covered companies that are required to be specifically disclosed in this report, 
CIBC World Markets Inc. may have a long position of less than 1% or a short position or deal as principal in the securities 
discussed herein, related securities or in options, futures or other derivative instruments based thereon.  

Recipients of this report are advised that any or all of the foregoing arrangements, as well as more specific disclosures set 
forth below, may at times give rise to potential conflicts of interest.   

CIBC World Markets Inc. does and seeks to do business with companies covered in its research reports. As a result, 
investors should be aware that CIBC World Markets Inc. may have a conflict of interest that could affect the objectivity of 
this report. Investors should consider this report as only a single factor in making their investment decision. 

Analysts employed outside the U.S. are not registered as research analysts with FINRA. These analysts may not be 
associated persons of CIBC World Markets Corp. and therefore may not be subject to FINRA Rule 2241 restrictions on 
communications with a subject company, public appearances and trading securities held by a research analyst account. 

CIBC World Markets Inc. Stock Rating System 
Stock Ratings  Abbreviation Description 
Outperformer OP Stock is expected to outperform similar stocks in the coverage universe during the next 12-18 months. 

Neutral NT Stock is expected to perform in line with similar stocks in the coverage universe during the next 12-18 months. 

Underperformer UN Stock is expected to underperform similar stocks in the coverage universe during the next 12-18 months. 

Tender TR Shareholders are advised to tender shares to a specific offer as we do not believe a superior offer will materialize. 

Not Rated NR CIBC World Markets does not maintain an investment recommendation on the stock. 

Restricted R CIBC World Markets is restricted (due to potential conflict of interest) from rating the stock. 

 
Sector Ratings Abbreviation Description 
Overweight O Sector is expected to outperform the broader market averages. 

Marketweight M Sector is expected to equal the performance of the broader market averages. 

Underweight U Sector is expected to underperform the broader market averages. 

None NA Sector rating is not applicable. 

Note: Broader market averages refer to S&P 500 in the U.S. and S&P/TSX Composite in Canada.  
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CIBC World Markets Inc. Price Chart 
For price and performance charts, please visit CIBC on the web at https://researchcentral.cibccm.com/#/disclaimer-central-
new or write to CIBC World Markets Inc., 161 Bay Street, 4th Floor, Toronto, ON M5H 2S8, Attn: Research Disclosure 
Chart Request. 

 
 

 

Ratings Distribution*: CIBC World Markets Inc. Coverage Universe 

 
Important disclosures for each issuer can be found by visiting the Research Central website at 
https://researchcentral.cibccm.com/#/disclaimer-central-new and then entering the issuer name. Access to our research dissemination 
policy can be found on the same website at https://researchcentral.cibccm.com/#/dissemination-policy. These important disclosures can 
also be obtained by writing to CIBC World Markets Inc., 161 Bay Street, 4th Floor, Toronto, ON M5H 2S8, Attention: Research 
Disclosures Request. 

 

Access to CIBC Equity Research 
Clients may access CIBC Equity Research online at Research Central at https://researchcentral.cibccm.com/, or at the 
following research aggregators: Bloomberg, Refinitiv, Capital IQ, and FactSet. 

(as of 27 Oct 2022) Count Percent Inv. Banking Relationships Count Percent
Outperformer 153 51% Outperformer 153 100%
Neutral 135 45% Neutral 135 100%
Underperformer 6 2% Underperformer 6 100%
Tender 3 1% Tender 2 67%
Restricted 5 2% Restricted 5 100%

Important Disclosure Footnotes for TELUS International (CDA) Inc. (TIXT.N)  
• 2g CIBC World Markets Inc. expects to receive or intends to seek compensation for investment banking services from 

these companies in the next 3 months: TELUS International (CDA) Inc. 
• 7 CIBC World Markets Corp., CIBC World Markets Inc., and their affiliates, in the aggregate, beneficially own 1% or 

more of a class of equity securities issued by these companies: TELUS International (CDA) Inc. 
• 12 The equity securities of these companies are subordinate voting shares: TELUS International (CDA) Inc. 
For important disclosure footnotes for companies mentioned in this report that are covered by CIBC World Markets Inc., click 
here:  CIBC Disclaimers & Disclosures 

https://researchcentral.cibccm.com/#/disclaimer-central-new
https://researchcentral.cibccm.com/#/disclaimer-central-new
https://researchcentral.cibccm.com/#/disclaimer-central-new
https://researchcentral.cibccm.com/#/dissemination-policy
https://researchcentral.cibccm.com/
https://researchcentral.cibccm.com/rcportal/compliance?HASH=46f23d1a13954381b19b31ef6d91ad2e
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Legal Disclaimer 
This report is issued by CIBC Capital Markets.  

CIBC Capital Markets is a trademark brand name under which Canadian Imperial Bank of Commerce (“CIBC”), its 
subsidiaries and affiliates (including, without limitation, CIBC World Markets Inc., CIBC World Markets Corp. and CIBC 
Capital Markets (Europe) S.A.) provide different products and services to our customers around the world. Products and/or 
services offered by CIBC include corporate lending services, foreign exchange, money market instruments, structured 
notes, interest rate products and OTC derivatives. CIBC’s Foreign Exchange Disclosure Statement relating to guidelines 
contained in the FX Global Code can be found at https://cibccm.com/en/disclosures/fx-disclosure-statement/. Other 
products and services, such as exchange-traded equity and equity options, fixed income securities and futures execution of 
Canadian securities, are offered through directly or indirectly held subsidiaries of CIBC as indicated below. 

CIBC World Markets Inc. is a member of the Canadian Investor Protection Fund and the Investment Industry Regulatory 
Organization of Canada. In the United States, CIBC World Markets Corp. is a member of the Financial Industry Regulatory 
Authority and the Securities Investor Protection Fund. In Luxembourg. CIBC Capital Markets (Europe) S.A. (RCS 
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Commerce, Singapore Branch is a wholesale bank licensed and regulated by the Monetary Authority of Singapore. 

This report is issued and approved for distribution by (a) in Canada, CIBC World Markets Inc., a member of the Investment 
Industry Regulatory Organization of Canada (“IIROC”), the Toronto Stock Exchange, the TSX Venture Exchange and a 
Member of the Canadian Investor Protection Fund and (b) in the United States either by (i) CIBC World Markets Inc. for 
distribution only to U.S. Major Institutional Investors (“MII”) (as such term is defined in SEC Rule 15a-6) or (ii) CIBC World 
Markets Corp., a member of the Financial Industry Regulatory Authority (“FINRA”). U.S. MIIs receiving this report from 
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terms) in securities discussed in the report through CIBC World Markets Corp. (the U.S. broker-dealer). CIBC World 
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Distribution to Institutional Customers Only 

Canada 

This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets Inc. 
in Canada, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in any jurisdiction 
where such offer or solicitation would be prohibited.  
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Legal Disclaimer (Continued) 
United States 

This report is provided, for informational purposes only, to Major US Institutional Investor clients of CIBC World Markets 
Corp. in the United States, and does not constitute an offer or solicitation to buy or sell any securities discussed herein in 
any jurisdiction where such offer or solicitation would be prohibited.  

 

United Kingdom 

The distribution of this report in the United Kingdom is being made only to, or directed only at, persons falling within one or 
more of the exemptions from the financial promotion regime in section 21 of the UK Financial Services and Markets Act 
2000 (as amended) (“FSMA”) including, without limitation, to the following: 

•  authorised firms under FSMA and certain other investment professionals falling within article 19 of the FSMA 
(Financial Promotion) Order 2005 (“FPO”) and directors, officers and employees acting for such entities in relation to 
investment; 

•  high value entities falling within article 49 FPO and directors, officers and employees acting for such entities in 
relation to investment; and 

•  persons who receive this presentation outside the United Kingdom. 

The distribution of this report to any other person in the United Kingdom is unauthorised and may contravene FSMA. No 
person falling outside such categories should treat this report as constituting a promotion to them or rely or act on it for any 
purposes whatsoever. 

This report is distributed solely to eligible counterparties or professional clients and not retail clients as defined in point (8) 
of Article 2 of Regulation (EU) No 2017/565 as it forms part of UK domestic law by virtue of the European Union 
(Withdrawal) Act 2018. 

 

All other jurisdictions 

This report is distributed solely to institutional clients and not retail clients as defined by the applicable securities legislation 
and regulation to which CIBC Capital Markets may be subject in any jurisdiction, and only in compliance with all applicable 
laws and regulations. 

The securities mentioned in this report may not be suitable for all types of investors. This report does not take into account 
the investment objectives, financial situation or specific needs of any particular client of CIBC World Markets. Recipients 
should consider this report as only a single factor in making an investment decision and should not rely solely on 
investment recommendations contained herein, if any, as a substitution for the exercise of independent judgment of the 
merits and risks of investments. The analyst writing the report is not a person or company with actual, implied or apparent 
authority to act on behalf of any issuer mentioned in the report. Before making an investment decision with respect to any 
security recommended in this report, the recipient should consider whether such recommendation is appropriate given the 
recipient's particular investment needs, objectives and financial circumstances. CIBC World Markets suggests that, prior to 
acting on any of the recommendations herein, Canadian retail clients of CIBC World Markets contact one of our client 
advisers in your jurisdiction to discuss your particular circumstances. Non-client recipients of this report who are not 
institutional investor clients of CIBC World Markets should consult with an independent financial advisor prior to making 
any investment decision based on this report or for any necessary explanation of its contents. CIBC World Markets will not 
treat non-client recipients as its clients solely by virtue of their receiving this report. 
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