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Executing To The Plan 

Our Conclusion 

Converge reported Q4 results that were at the top end of its pre-announced 
range. The company is continuing to execute to its plans, with management 
noting a pipeline of seven M&A deals that are expected to close in H1/22. 
Converge is seeing strong demand for managed services offerings, although 
supply chain issues are expected to persist in the first half of 2022. We are 
factoring in $300 million in M&A spending in 2022 and foresee upside if 
Converge can execute on additional acquisitions. We retain our Neutral 
rating and $11 price target.  

Key Points 

Q4 Final Results: Converge reported net revenue of $505 million and gross 
profit of $116 million, both at the top of the pre-announced ranges 
($497.5 million-$504.5 million/$114 million-$116 million, respectively). Gross 
profit margin of 23% was in line with the pre-announced mid-point and 
adjusted EBITDA margins of 6.9% were 20 bps above the mid-point, but 
down from 8.1% in Q4/20 given acquisition integration efforts. 

Acquisition Pipeline Solid: Converge remains confident in its target of 
acquiring $1 billion in revenue in 2022. Year to date, we estimate that 
Converge has acquired ~$250 million in revenue, primarily through the 
acquisition of PDS. Management notes a strong M&A pipeline of seven 
near-term prospects (three in North America/four in Europe). We expect that 
the European expansion will focus on Converge’s traditional hardware VAR 
targets as the company looks to build out its customer footprint. Higher-value 
managed services acquisitions are more likely in North America as Converge 
looks to hit its target of $200 million in managed services ARR by the end of 
2022.  

Supply Chain Disruptions Expected To Persist In H1: Converge 
continues to contend with supply chain disruptions, with backlog increasing 
$100 million sequentially to $350 million in Q4. The delays are primarily on 
the networking equipment side, with orders delayed by roughly six months. 
This implies that orders in Q1 will be filled in Q3, suggesting that the 
disruptions could begin to be resolved in the second half of the year. That 
being said, management was somewhat cautious on the resolution, noting 
that there could be disruptions from COVID-19-related lockdowns in China.    

Organic Gross Revenue Growth Of 10% In 2021: Converge noted organic 
growth in 2021 of roughly 9.6%. The company calculates organic growth 
based on invoiced (gross) revenue and includes companies that Converge 
has owned for at least three months. We see the addition of this metric as a 
positive data point. However, given the netting down of certain revenue lines, 
we look forward to future disclosures around organic gross profit growth.  
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CIBC Estimates and Valuation
(Dec. 31) 2020 2021 2022 2023
Adj. EPS 0.25A 0.35A 0.38E 0.43E

Prior (0.05)A 0.12E 0.40E 0.45E
Adj. EBITDA(mln) 60.5A 94.0A 148.9E 173.3E

Prior 59.4A 88.2E 150.7E 174.8E

Adj. EPS Q1 Q2 Q3 Q4
2021 0.08A 0.08A 0.07A 0.12A

Prior 0.02A 0.01A 0.02A 0.07E
2022 0.08E 0.09E 0.09E 0.11E

Prior 0.10E 0.10E 0.10E

Adj. EBITDA(mln) Q1 Q2 Q3 Q4
2021 18.8A 21.7A 18.9A 34.7A

Prior 28.8E
2022 32.8E 36.2E 37.3E 42.6E

Prior 37.3E 38.0E 35.7E 39.7E

Valuation 2020 2021 2022 2023
P/E 43.2x 30.6x 28.2x 24.7x
EV/EBITDA 30.9x 19.9x 12.6x 10.8x
FCF Yield NM NM NM NM

Enterprise Value: C$1,870M Shares O/S: 197.0M
Market Cap.: C$2,100M Float: 198.1M
52-wk Range: C$5.09 - C$12.85 Div. / Yield: C$0.00/0.00%
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Company Profile 
Converge has built out a network of regional IT Service Providers 
(ITSPs) that provide IT solutions into a sticky mid-market 
customer base. 

Investment Thesis 
1) Roll-up of under-capitalized ITSPs at attractive multiples with 
synergies; 2) Scale drives operational and financial efficiencies; 
and, 3) Solid North American base with a successful entry into 
Europe. 

Price Target (Base Case): C$11.00 
Our price target is calculated using 16% revenue growth, a 6.8% 
EBITDA margin, and an 11.0x EV/EBITDA multiple. 

Upside Scenario: C$15.50 
Our upside scenario is calculated using 25% revenue growth, a 
7.4% EBITDA margin and a 14.0x EV/EBITDA multiple. 

Downside Scenario: C$5.50 
Our downside scenario is calculated using 10% revenue growth, 
a 6.0% EBITDA margin and a 6.0x EV/EBITDA multiple. 

 

Key Financial Metrics 2020 2021 2022E 2023E
Net Debt 74 (247) 15 204
Total Debt 139 1 51 251
Net Debt/EBITDA 1.2x (2.6x) 0.1x 0.0x
Free Cash Flow (15) (191) (262) (189)
Sales Growth 37.9% 61.0% 43.7% 16.4%

Per Share Data 2020 2021 2022E 2023E
FCFPS (0.15) (1.01) (1.35) (0.97)
Adj. EPS Dil. 0.25 0.35 0.38 0.43
Wgt Avg # of Shares 103.0 185.8 191.7 192.1
FD Number of Shares 103.0 187.9 194.3 194.7

Income Statement 2020 2021 2022E 2023E
Revenue 949 1,528 2,196 2,555

Cost of Goods Sold 716 1,182 1,669 1,942
Gross Profit 233 346 527 613

Gross Margin % 24.56% 22.63% 24.00% 24.00%
Tot Operating Exp 178 255 378 440
Adj. EBITDA 60 94 149 173

Adj EBITDA Margin 6.4% 6.2% 6.8% 6.8%
D&A 21 36 48 48
Interest Expense 20 8 (1) 9

Pretax profit (3) 24 102 117
Tax Expense 2 8 29 33

Adjusted Net Income (4) 16 73 84
Adjusted Net Margin (0.4%) 1.1% 3.3% 3.3%

Cash Flow Statement 2020 2021 2022E 2023E
Net CFO 52 87 44 117

Capex (5) (6) (6) (6)
Free Cash Flow 47 81 38 111

Balance Sheet 2020 2021 2022E 2023E
Cash & ST Investment 65 248 36 47

Goodwill 219 557 809 1,061
Total Assets 721 1,369 1,574 1,957

LT Int-Bearing Debt 6 0 50 250
Total Liabilities 619 720 852 1,151
Shareholders' Equity 102 649 722 806

Upside Scenario $15.5 (+48%)

Downside Scenario $5.5 (-48%)

Price Target $11 (+5%)
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Financial Summary 
Revenue By Segment: Converge reported net revenue of $505 million, at the top end of the 
pre-announced range of $497.5 million-$504.5 million. Product license revenue of 
$413 million (consensus $395 million; our estimate $408 million) was up 71% Y/Y on 
acquisitions, and cloud revenue of $92 million (consensus $68 million; our estimate 
$80 million) was up 90% Y/Y due to growth in managed services. Recurring revenue from 
managed services grew 56% Y/Y to $22 million through the acquisitions of ExactlyIT and 
Rednet as well as organic growth.  
Gross Profit And EBITDA: Converge reported gross profit of $116 million, compared to the 
pre-announced range of $114 million-$116 million. Gross profit margin of 23% is in line with 
the implied gross margin at pre-announcement. Adjusted EBITDA of $34.7 million was also at 
the high end of the pre-announced range of $32.1 million-$34.8 million, inclusive of 
$2.6 million in special charges and $1.1 million in stock-based compensation expenses. 
Adjusted EBITDA margin of 6.9% is down 120 bps Y/Y, driven by the acquisitions of primarily 
lower-margin hardware resellers.  
Cash Flow: Converge generated $17.9 million in cash flow from operations in Q4, with a 
cash conversion of 52% from adjusted EBITDA. For the full year, Converge generated 
$87 million in cash flow from operations, for a cash conversion of 93%. CTS deployed 
$261 million towards acquisitions (net of cash) in 2021, compared to $44 million in 2020.  

Exhibit 1: Converge Technology – Financial Summary, Q4/21 

  Q4/21         
  Mid-point CIBCe  Cons. Q4/20 Y/Y% Q3/21 Q/Q% 
Consolidated               

Revenue ($MM) 505 488 489 290 74.4% 367 37.5% 

     Product License 413 408 395 241 71.3% 290 42.6% 

     Cloud 92 80 68 48 90.0% 78 18.4% 

Gross Profit ($MM) 116 117 113 71 63.4% 84 38.4% 

Gross Margin 23.0% 24.0% 23.1% 24.5% -6.3% 22.8% 0.6% 

Adjusted EBITDA ($MM) 34.7 29 32 23.4 48.4% 18.9 84.0% 

EBITDA Margin 6.9% 5.9% 6.5% 8.1% -14.9% 5.1% 33.8% 

Adjusted EPS ($) $0.12 $0.07 $0.06 $0.01 NA $0.02 NA 

Source: Company reports, FactSet and CIBC World Markets Inc. 

Changes To Our Model: Our full-year estimates are roughly unchanged, although we have 
adjusted the seasonality somewhat to reflect a slower Q1 given continuing supply chain 
delays. 

Exhibit 2: Converge Technology – Changes To Our Model, 2021 - 2023E 
  Net Revenues ($MM) Gross Profit ($MM) EBITDA ($MM) Adjusted EPS CFO ($MM) 
2021 $1,528  $346  $94  $0.35  $87  
2022E           
CIBC est. – new $2,196  $527  $149  $0.38  $44  
CIBC est. – prior $2,227  $534  $151  $0.40  $91  
Consensus $2,288  $553  $172  $0.42  $129  
2023E           
CIBC est. – new $2,555  $613  $173  $0.43  $117  
CIBC est. – prior $2,582  $620  $175  $0.45  $116  
Consensus $2,613  $655  $219  $0.54  $162  

Source: Company reports, FactSet and CIBC World Markets Inc. 
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Price Target Calculation 
We derive our price target of $11.00 by applying an 11x EV/EBITDA multiple to our 2023 
EBITDA estimate based on the current capital structure. The 11x multiple is in line with 
software resellers and IT Services peers. 

Key Risks To Price Target 
The primary risks to our price target include the following: 1) the company’s ability to acquire 
ITSPs at a reasonable valuation; 2) increasing competition from other IT Solutions providers; 
3) volatility in the global IT environment; 4) the company’s ability to partner with leading 
technology providers; and, 5) the loss of key management or other employees. 
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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 23 Mar 2022) Count Percent Inv. Banking Relationships Count Percent
Outperformer 183 59.6% Outperformer 183 100.0%
Neutral 115 37.5% Neutral 114 99.1%
Underperformer 8 2.6% Underperformer 8 100.0%
Tender 1 0.3% Tender 1 100.0%
Restricted 4 1.3% Restricted 4 100.0%

Important Disclosure Footnotes for Converge Technology Solutions Corp. 
(CTS.TO)  
 1b CIBC WM Inc. makes a market in the securities of these companies: Converge Technology Solutions Corp. 
 2a These companies are clients for which a CIBC World Markets company has performed investment banking services  

in the past 12 months: Converge Technology Solutions Corp. 
 2c CIBC World Markets Inc. has managed or co-managed a public offering of securities for these companies in the 

past 12 months: Converge Technology Solutions Corp. 
 2e CIBC World Markets Inc. has received compensation for investment banking services from these companies in the 

past 12 months: Converge Technology Solutions Corp. 
 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: Converge Technology Solutions Corp. 
For important disclosure footnotes for companies mentioned in this report that are covered by CIBC World Markets Inc., click 
here:  CIBC Disclaimers & Disclosures 

Companies mentioned in the report but not listed are not covered by fundamental research at CIBC. 

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/#/disclaimer-central-new
https://researchcentral.cibccm.com/#/dissemination-policy
https://researchcentral.cibccm.com/
https://researchcentral.cibccm.com/rcportal/compliance?HASH=f34283d92f3846a6ab906f7cc6e1be9a
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Legal Disclaimer 
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, (b) in the United Kingdom, CIBC World Markets plc, is Authorised by 
the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation 
Authority, (c) in Australia to wholesale clients only, CIBC Australia Ltd, a company regulated by the ASIC with AFSL license 
number 240603 and ACN 000 067 256, and (d) in Japan, CIBC World Markets (Japan) Inc., a registered Type 1 Financial 
product provider with the registration number Director General of Kanto Finance Bureau #218 (collectively, “CIBC World 
Markets”) and (e) 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 CIBC World Markets Inc. (the Canadian 
broker-dealer) are required to effect transactions (other than negotiating their terms) in securities discussed in the report 
through CIBC World Markets Corp. (the U.S. broker-dealer). CIBC World Markets Corp. accepts responsibility for the 
content of this research report. 

This report is provided, for informational purposes only, to institutional investor and retail clients of CIBC World Markets 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. This document and any of the products and information contained 
herein are not intended for the use of Retail investors in the United Kingdom. Such investors will not be able to enter into 
agreements or purchase products mentioned herein from CIBC World Markets plc. The comments and views expressed in 
this document are meant for the general interests of wholesale clients of CIBC Australia Ltd. 

This report has been prepared by the CIBC group and is issued in Hong Kong by Canadian Imperial Bank of Commerce, 
Hong Kong Branch, a registered institution under the Securities and Futures Ordinance, Cap 571 (the “SFO”). This report is 
intended for “professional investors” only (within the meaning of the SFO) and has been prepared for general circulation 
and does not take into account the objectives, financial situation or needs of any recipient. Any recipient in Hong Kong who 
has any questions or requires further information on any matter arising from or relating to this report should contact 
Canadian Imperial Bank of Commerce, Hong Kong Branch at Suite 3602, Cheung Kong Centre, 2 Queen's Road Central, 
Hong Kong (telephone number: +852 2841 6111). Orders for Hong Kong listed securities will be executed by Canadian 
Imperial Bank of Commerce, Hong Kong Branch. Canadian Imperial Bank of Commerce, Hong Kong Branch has entered 
into an arrangement with its broker-dealer affiliates worldwide to execute orders for securities listed outside of Hong Kong 
for Hong Kong clients. 

This report is intended for distribution in Singapore solely to “institutional investors” (within the meanings of the Financial 
Advisers Act (Chapter 110 of Singapore)). 

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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Legal Disclaimer (Continued) 
Past performance is not a guarantee of future results, and no representation or warranty, express or implied, is made 
regarding future performance of any security mentioned in this report. The price of the securities mentioned in this report 
and the income they produce may fluctuate and / or be adversely affected by exchange rates, and investors may realize 
losses on investments in such securities, including the loss of investment principal. CIBC World Markets accepts no liability 
for any loss arising from the use of information contained in this report, except to the extent that liability may arise under 
specific statutes or regulations applicable to CIBC World Markets. 

Information, opinions and statistical data contained in this report were obtained or derived from sources believed to be 
reliable, but CIBC World Markets does not represent that any such information, opinion or statistical data is accurate or 
complete (with the exception of information contained in the Important Disclosures section of this report provided by CIBC 
World Markets or individual research analysts), and they should not be relied upon as such. All estimates, opinions and 
recommendations expressed herein constitute judgments as of the date of this report and are subject to change without 
notice. 

Nothing in this report constitutes legal, accounting or tax advice. Since the levels and bases of taxation can change, any 
reference in this report to the impact of taxation should not be construed as offering tax advice on the tax consequences of 
investments. As with any investment having potential tax implications, clients should consult with their own independent tax 
adviser. 

This report may provide addresses of, or contain hyperlinks to, Internet web sites. CIBC World Markets has not reviewed 
the linked Internet web site of any third party and takes no responsibility for the contents thereof. Each such address or 
hyperlink is provided solely for the recipient's convenience and information, and the content of linked third party web sites is 
not in any way incorporated into this document. Recipients who choose to access such third-party web sites or follow such 
hyperlinks do so at their own risk. 

Although each company issuing this report is a wholly owned subsidiary of Canadian Imperial Bank of Commerce (“CIBC”), 
each is solely responsible for its contractual obligations and commitments, and any securities products offered or 
recommended to or purchased or sold in any client accounts (i) will not be insured by the Federal Deposit Insurance 
Corporation (“FDIC”), the Canada Deposit Insurance Corporation or other similar deposit insurance, (ii) will not be deposits 
or other obligations of CIBC, (iii) will not be endorsed or guaranteed by CIBC, and (iv) will be subject to investment risks, 
including possible loss of the principal invested. The CIBC trademark is used under license. 

© 2022 CIBC World Markets Inc. and CIBC World Markets Corp. All rights reserved. Unauthorized use, distribution, 
duplication or disclosure without the prior written permission of CIBC World Markets is prohibited by law and may result in 
prosecution. 

  

  
 


