
FSAT NEWS
Welcome to our 17th issue of 

FSAT News, a newsletter 
p u b l i s h e d  b y  D J B ’ s 

Financial Services Advisory Team 
(FSAT) to better inform and help you 
manage your business’s potential.

I f  you w ish to  recei ve  fur ther 
information regarding the services 
discussed in this issue, please 
contact a member of our team:

Dwayne Pyper, CPA, CA, CBV, Q.Med.
dpyper@djb.com 
289.237.4911

Brent Pyper, CPA, CA, CFF, CFP
bpyper@djb.com 
905.525.9520

Colin Cook, CPA, CA, CBV
ccook@djb.com
905.941.5684

David Grebenc, CPA, CA
dgrebenc@djb.com
905.525.9520

Scott Paulin, CPA, CA, IFA, CFF
spaulin@djb.com
905.525.9520

Rob Smith, CPA, CA, CBV, CFF
robsmith@djb.com
905.525.9520

I wish I had 
a dollar for 
every time an 

injured person, 
for whom we 
were preparing 
an economic 
loss calculation, 
told me that “If 
I knew I was 
going to have this 
accident, I would 
have reported my 
income properly 
on my tax 
returns!”  Unfortunately, it can be hard to 
‘have your cake and eat it too’.

Common examples of unreported, or 
under-reported income include:

• Tips earned by waiters / waitresses, 
taxi drivers, hair stylists and other 
service employees.

• Business owners not reporting all of 
their ‘cash’ revenues.

• Business owners deducting 
personal expenditures as business 
expenses.

• Employed individuals not reporting 
their small ‘side business’ (i.e. home 
renovation, flipping houses, etc.) on 
their tax return.

For the purpose of calculating Income 
Replacement Benefits (IRBs) in a motor 
vehicle accident claim, the Statutory 
Accident Benefits Schedule (SABS) 
legislation in Ontario specifically 
disallows the inclusion of unreported 
income for motor vehicle accidents 
that occurred after April 15, 2004.  
Therefore, the person’s pre-accident 
earnings (which is used in determining 
the IRB the person will receive) is 
restricted to the income reported on 
their personal income tax returns.

For the purpose of calculating the loss 
of income in a third-party tort claim, 
there are no such specific rules in 
Ontario.  For these calculations, the 
goal is to determine what the injured 
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person would have earned in the years 
after the accident, had they not been 
injured.  To do this, we often base the 
expected income on the amounts they 
actually earned prior to the accident.  
This can include adjustments to 
the pre-accident income to include 
unreported income and/or remove 
personal expenses.  However, the 
problem with this is that it can result 
in credibility issues for the person, 
especially if the case is scheduled to 
go to trial.  That is, if the person was 
willing to lie on their tax return for 
economic gain, why should the court 
believe them now?

In these situations, the amount 
of unreported income could be a 
determining factor in making the 
decision of whether or not to include 
the income in the loss calculation.  For 
example, if a person operated a home 
renovation business and did not report 
earnings for a relatively small amount 
of work that he did for cash, it may be 
best to exclude the unreported cash 
earnings as it would not significantly 
affect the loss calculation.  However, 
if the unreported revenues represent a 
substantial portion of the person’s total 
earnings, then the benefits of bringing 
that income into the loss calculation 
will have to be weighed against the 
potential loss of credibility.

If it is decided that the unreported 
income is to be included as part of the 
loss of income calculation, it would 
be important to be able to provide 
a reasonable quantification of the 
amount.  As much documentation and 
detail as possible should be obtained to 
try to support the amounts.  This could 
include copies of sales invoices, bank 
statements, cancelled cheques, etc.  
For unreported tips, perhaps a letter 
can be obtained from the employer 
estimating the average tips earned 
either as an amount or as a percentage 
of regular wages.

Another consideration would be to have 
the person amend their previous years’ 
tax returns.  If this option is followed 
the person should first consider 

filing for Voluntary Disclosure with 
Canada Revenue Agency (CRA).  The 
Voluntary Disclosure Program allows 
taxpayers to willingly come forward 
and correct inaccurate information 
that was previously filed, or not filed, 
on their tax returns.  Although the 
back taxes and interest would still 
be due, CRA will generally waive any 
penalties or possible prosecution.  
In order to make a claim under this 
program, disclosures must be made 
before the CRA begins compliance 
action against the taxpayer.

Ultimately, calculating economic 
losses and IRBs when the person has 
unreported income, is a complicated 
issue with each case presenting its 
own set of unique challenges.  Our 
Financial Services Advisory Team 
(FSAT) has significant experience 
preparing these calculations.  If 
you have any questions or require 
assistance with a calculation, please 
contact a member of our team.

Brent Pyper, CPA, CA, CFF, CFP
Partner, Financial Services

bpyper@djb.com
905.525.9520

The Ministry of the Attorney General 
of Ontario has recently announced 
the discount rates to be used for 
the calculation of awards for future 
pecuniary damages under rule 53.09 
of the Rules of Civil Procedure, for 
trials scheduled to commence in 2017.

 ► The discount rates to be used for 
amounts expected to increase 
with inflation (i.e. salary) for trials 
scheduled to begin in 2017 will 
remain unchanged at 0% for the 
first 15 years and 2.5% thereafter.

 ► For amounts that are static (that 
don’t increase with inflation), 
such as Income Replacement 
Benefits (IRBs) or many Long-
Term Disability benefits, a higher 
discount rate would be warranted.  

Based on the Attorney General 
published inflation rates, the new 
discount rates for such amounts will 
be 1.7% for trials beginning in 2017, 
down from 2.1% for 2016.  As this 
discount rate has decreased, the 
calculated amount will be slightly 
higher under the new rates.

Our Financial Services team has 
significant experience preparing 
these calculations.  If you have any 
questions or require assistance 
with a calculation, please contact a 
member of our team.

Brent Pyper, CPA, CA, CFF, CFP
Partner, Financial Services

bpyper@djb.com
905.525.9520

(article continued from page 1)

   FSAT SERVICES
• Assistance with Business 

Acquisitions & Divestitures,      
 Including Due Diligence &   
 Quality of Earnings Reports

• Business Interruption Claims

• Collaboratively Trained Professionals

• Child & Spousal Support Income              
 Calculations 

• Dependency Claims

• Experienced Expert Testimony

• Forensic Accounting

• Income Replacement Benefit (IRB) 
& Other Accident Benefit (AB) 
Calculations

• Long-Term Disability Claims

• Matrimonial Disputes

• Mediation Services

• Medical Malpractice Claims

• Motor Vehicle Accident Tort Claims

• Slip and Fall Claims

• Shareholder Agreements & Disputes

• Value of Future Care Cost Analysis

• Wrongful Dismissal Claims

Discount Rates to Remain at 0% for 2017
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Debunking Four of the Most Common Misconceptions 
About Business Valuations

When a business owner retains 
the services of a business 
valuator, they often enter the 

process with several misconceptions 
about the nature of business 
valuations and the work of business 
valuators.  Some of the more common 
misconceptions include:

     1.  Value vs Price

Often people will use these terms 
interchangeably.  However, they may 
have very different meanings and 
figures associated with them.  

The value of a business is determined 
through careful analysis, by an 
experienced valuation professional, 
considering numerous factors regarding 
the nature and characteristics of the 
business, as well as the industry and 
economy in which it operates.  The 
valuator will consider a number of 
valuation approaches in order to 
arrive at a valuation conclusion that 
will provide a notional investor with a 
reasonable return on investment, given 
the risks of the business.  This is often 
referred to as a ‘notional’ valuation.  

The price of a business may be higher 
or lower than the value indicated by a 
notional valuation.  Some of the factors 
influencing price include different 
purchaser vs vendor negotiating 
strengths, different risk assessments, 
structure of the transaction, synergies, 
and non-economic considerations.  
These factors and the price of a 
business can only be determined with 
any degree of certainty when a business 
is exposed for sale in the open market.

     2.  Rules of Thumb

When trying to determine the value or 
price of a business, people will often 
look at multiples of revenue, earnings 
or other metrics.  These are referred 
to as rules of thumb.  The use of rules 
of thumb is popular as they are simple 
to apply.  However, their simplicity 
may also impact their reliability. For 
example, while applying a factor 

of 1.5 times 
gross revenue 
is a very easy 
mathematical 
exercise, it fails 
to take into 
account the 
cost structure 
of a business.  
Two businesses 
in the same 
industry with 
similar revenue 
but significantly 
different cost 
structures would likely not have the 
same value.  

Rules of thumb are not a substitute for 
a proper business valuation.  While a 
business valuator will consider various 
rules of thumb, this is merely one 
part of an analysis that considers the 
numerous unique characteristics of a 
business. 

     3.  Simply Take Last Year’s Profit  
          and Multiply by X

Often people assume a valuator will 
simply take last year’s earnings and 
multiply it by a standard multiple.  
There are two misconceptions in this 
belief.

First, valuations are forward looking.  
A prospective purchaser does not buy 
a business based on what it did in the 
past.  Rather they base their decisions 
on what they expect it will do in the 
future.  All valuations either explicitly 
or implicitly consider estimated future 
earnings or cash flows.  While a 
valuator will often look to the historic 
operating results of the company being 
valued, this is done in the context of 
using the historical information as a 
basis for estimating the future.

Second, there is no standard multiple 
that is applied to all valuations.  
Multiples are dependent upon 
numerous factors that may or may 
not exist as at the valuation date.  The 

valuator must carefully assess these 
factors and how they impact the 
multiple that would be appropriate to a 
specific business.

     4.  Valuations Are Not Needed

We often hear comments such as “I 
know what my business is worth, I 
don’t need a valuation”.  In most cases, 
the assistance of an experienced 
business valuator is needed to 
assess the numerous factors that 
impact the value of a business.  We 
often encounter situations in which 
business owners require assistance 
to properly apply the unique factors 
of their company to the relevant 
valuation model.

Additionally, the services of an 
experienced valuator can often help 
the business owner focus on factors 
that will drive the value of their 
business, thereby increasing the price 
realized for an upcoming sale.

Valuators also provide an independent 
opinion that may aid with the sales 
process, in litigation matters or with 
Canada Revenue Agency.

Rob Smith, CPA, CA, CBV, CFF
Manager, Financial Services

robsmith@djb.com
905.525.9520
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Current Trends in Automotive Dealership Values

Owners of automobile dealerships 
have seen an increase in the 
value of their business over the 

last five years.  This has been driven by 
many factors, including the following:

a) Privately-owned dealerships

The majority of automobile dealerships 
are privately owned, and typically a family 
business. That is what has defined the 
automotive dealership industry since 
automobiles began being sold. Today 
automotive dealerships remain one of 
the most highly fragmented industries in 
North America with 95% of dealerships 
being privately owned.  Many of these 
have been passed on through three 
or four generations.  This is unusual 
in business as most industries cannot 
support this many intergenerational 
transfers.  In many cases, the automobile 
dealership has defined the owner’s 
family for many years and has become 
their most important asset.  This is 
one of the main reasons why there are 
typically more buyers than sellers in the 
industry.  Conglomerates and strategic 
buyer groups are driving dealership 
values skyward in an effort to persuade 
families to sell.  The values are to a 
point where many families that own 
automobile franchises are finding it 
hard to turn down such lucrative offers.

b) Current owners buying other 
dealerships

Current owners of automobile 
dealerships are finding that one of the 
best ways to increase their market share 
is to purchase another dealership under 
the same franchise.  They are choosing 
to reinvest into a familiar investment, 
being a business they already know how 
to run.  This has resulted in bringing 
more strategic buyers to the table. 
Strategic buyers will generally pay more 
for the investment, as there will likely be 
economies of scale in owning multiple 
automobile franchises under the same 
manufacturer.

c) Demand for automobiles

The economic downturn had many 
negative effects and the automobile 
industry was one of the hardest hit.  New 
vehicle sales dropped and the average 

age of a vehicle on the road increased.  
There were many casualties in terms 
of dealerships unable to weather the 
storm.  For those that survived, they were 
rewarded with a significant bounce back 
in new vehicle sale volumes.  The pent 
up demand for new vehicles resulted 
in the last five years being some of the 
best years automobile dealerships have 
enjoyed in terms of both units sold and 
dealership profitability.  The industry is 
uncertain if this increase in units sold 
and profitability is simply the new norm 
for earnings going forward or if this is 
a temporary increase driven by pent 
up demand.  Buyers may be relying 
on recent earnings trends to support 
higher dealership valuations when 
making a purchase decision.

How is value determined for an 
automobile dealership? 

There are many ways to determine the 
value of a business, but the traditional 
method employed in valuing automobile 
franchises is by combining the “Blue 
Sky” (a multiple of adjusted pre-tax 
earnings) and the value of the other 
tangible assets purchased.  

Blue Sky multiples are published 
quarterly by Kerrigan Advisors and 
Haig Partners, being two of the larger 
automobile dealership brokers in the 
U.S.  Their publications provide updates 
on recent transactions in the industry 
and the multiples paid to provide an 
indication of the value of a franchise. 
The “Blue Sky ReportTM” by Kerrigan 
Advisors and “The Haig Report®” 
by Haig Partners currently  suggest 
the range of multiples for automobile 
dealerships reflected in the graphs 
included below.

Colin Cook, CPA, CA, CBV
Manager, Financial Services

ccook@djb.com
905.941.5684

Sources:
First Research Industry Profiles - 
http://www.firstresearch.com/
“The Blue Sky ReportTM” - http://
www.kerriganadvisors.com/
“The Haig Report®” - http://www.
haigpartners.com/
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DJB Contacts Interested in Buying & Selling 
Businesses - September 1, 2016

We have clients and contacts 
that are interested in buying or 
selling businesses. If you see a 

possible fit, please contact us so that we 
can arrange an introduction for you.

BUYERS
 ► Business applications software 
company seeking complementary 
acquisitions.

 ► Looking for a business in the St. 
Catharines area.

 ► Two entrepreneurs backed by 16 
investor fund looking for $1.5m+ 
EBITDA and => 20% ROC.

 ► Wholesaler of welding supplies 
interested in similar businesses in 
Canada or USA with an EV up to $5m.

 ► Foreign (US) shareholders’ investment 
company makes acquisitions across 
North America in the manufacturing 
and agricultural sectors (large 
farming corporations) with an EV up 
to $5m.

 ► Food Producer (Pasta/Pizza sauces, 
Salsa, etc.) and Distributor with $4.5m 
sales looking to buy complementary 
profitable food production company 
with about $1m in sales.

 ► Looking to grow by acquiring HVAC 
or related companies in the $1-10M 
sales range in the Hamilton/Halton/
Niagara regions.

 ► Operates an importing business 
specializing in household (ie – kitchen) 
gadgets sold to grocery and box store 
chains.  Interested in complementary 
businesses as well as Hamilton based 
real estate investment opportunities.

 ► Diversified asset management 
firm focussing particularly on the 
technology, media, service, renewable 
energy, real estate and hospitality 
sectors.

 ► Entrepreneurial investment firm 
seeking to acquire and grow a small to 
medium-sized business.   Looking for 
a company with annual revenues from 
$5 to $30 million and EBITDA from $1 
to $5 million, anywhere in Canada. 

 ► Retired individual looking for business 
to run part time possibly involving his 
son.

 ► Potential client with $25m annual 
revenue in mechanical systems 
for industrial, commercial and 
institutional construction looking to 
acquire complementary businesses in 
SW Ontario.

 ► Investment partnership acquiring 
Canadian companies with $1m to 
$6m EBITDA.

 ► Acquires controlling interests in 
Canadian companies with $1m to 
$5m EBITDA.

 ► Manufacturing business within 100 
km of Hamilton, sales $5m to $10m, 
EV $2m to $3m, could buy in over time 
or take a significant ownership % and 
a senior management role.

 ► Up to $7m to invest in auto dealership, 
wholesale distribution of electrical or 
HVAC and/or businesses that serve 
the construction or manufacturing 
industries. 

 ► Broker looking for larger real estate 
offices for acquisition.  Would 
consider any office over 15 people 
in the Kitchener, Guelph, Milton, 
Mississauga or Brampton markets 
and any office with over 50 agents in 
the Burlington, Hamilton or Oakville 
market places.

 ► Two partner firm in the GTA looking to 
acquire $3m to $10m EV businesses 
in the GTA/Hamilton area.

 ► Interested in troubled situations, 
successions or high growth companies 
in distribution or manufacturing.

 ► $1.5m to lever into a business 
acquisition.

 ► Private Holdco looking for investments 
in the GTA in the industrial 
manufacturing or services industry.  
Revenue > $8m and pays 3 to 4 times 
EBITDA.

 ► Lives in N-O-T-L with approx $250k 
cash to lever into business acquisition. 

 ► Investment group, enterprise value 
up to $12m, within 90 minutes of 
Kitchener.

 ► Investment group, Oakville or West 
GTA, EV $1m to $10m.

 ► Investment group with approx $10m 
equity to place.

 ► Marketing individual looking to 
become co-owner/manager in small 
company.

 ► Private equity firm, seeking $10m to 
$15m enterprise value, 100% sale, 
owner-operator looking to transition 
out, Niagara region.

 ► Seeking an enterprise with a strategic 
fit to their business, serving Industrial 
Distributors, with sales in the range of 
$1m to $20m.

 ► Already made one acquisition in 
the food service industry and are 
interested in related industry and/or 
other good opportunities.

 ► Historic earnings with potential, 
located in the Toronto through 

St. Catharines area, existing 
management and price of $1m - $3m.

 ► Anything profitable.  Niagara Falls to 
Oshawa.  Up to $1m.

SELLERS 
 ► Custom brokerage.  Sales approx 
$900k p.a.  Asking $1.5m for 100% of 
shares.

 ► Security systems and equipment.  
Sales approx $1.6m and EBITDA 
approx $250k.

 ► St. Catharines tool & die business.  
Sales approx $3m+ and EBITDA 
approx $350k to $500k.  SALE 
CLOSING PENDING

 ► Engaged in the development, training,  
and sale and support of business 
applications software.  Revenue of 
approximately $4m per annum.

 ► Manufacturing business in the 
Kitchener/Waterloo/Guelph area with 
approx $3m in sales and EBITDA of 
$250 - $500k.

 ► Communications IT business with 
revenue of $2m p.a. looking for an 
angel investor or a partner to help 
grow their business.

 ► Retail pet food and supplies store.
 ► Party looking to sell a restaurant.
 ► Corporate group includes a 
poultry wholesale, distribution and 
refrigerated logistics company and a 
boutique retail food store company.  
Total sales $7m.

 ► Looking for business with iagara 
region retail outlet with annual sales/
SDE of $2m/$225k respectively.

 ► Looking for business with exterior 
building, vehicle, driveway, sidewalk 
cleaning service with 2 self contained 
trucks.  Annual revenue approx $165k.

 ► Engaged in removal & disposal of 
liquid waste & the performance of 
environmental audits.  Sale of 50% 
interest by one of two shareholders.

For more information contact:
Dwayne Pyper, CPA, CA, CBV, Q.Med.

Partner, Financial Services
dpyper@djb.com

289.237.4911
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This publication is distributed with the understanding that the authors, publisher, and distributor are 
not rendering legal, accounting, tax, or other professional advice or opinions on specific facts or matters 
and, accordingly, assume no liability whatsoever in connection with its use. The information in this 
publication is not intended to be used for the purpose of (i) avoiding penalties that may be imposed 
under local tax law provisions or (ii) promoting, marketing, or recommending to another party any 
transaction or matter addressed in this publication. © 2016
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