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Abstract 
In IT mergers and acquisitions, valuation rarely dies from “one big thing” that everyone can see. 
It is more often eroded—or outright destroyed—by hidden risk embedded in the revenue model, 
compliance posture, contract architecture, cyber/data exposure, or regulatory pathway. These 
killers are “hidden” not because they are unknowable, but because they are frequently 
mis-measured, poorly documented, or intentionally minimized until late-stage diligence, when 
leverage shifts and timelines compress. This whitepaper maps the most common (and most 
lethal) valuation killers in IT M&A, shows how they surface between LOI and close, and anchors 
the discussion in real transactions where deals collapsed, were blocked, or were repriced due to 
issues that underwriting did not fully price on Day 1. 

 

1. The real reason “great” IT deals die 
Buyers do not pay premium multiples for EBITDA—they pay for certainty around durable cash 
flows. In IT (software, services, managed services, staffing, infrastructure), certainty is fragile: 
revenues can be contractual but non-transferable, recurring but churn-prone, profitable but 
compliance-exposed, and scalable but technically brittle. The hidden killers share one core 
feature: they convert what looked like “bankable earnings” into earnings that are contingent, 
reversible, or legally impaired—forcing the buyer to reprice, restructure, or walk. 

 

2. Hidden valuation killer: Cybersecurity and undisclosed 
data liabilities 
Cyber risk is not just an IT problem; it is a balance-sheet problem with legal tail risk. In modern 
diligence, a breach is effectively a hidden debt: it carries remediation cost, customer loss risk, 
regulatory exposure, and litigation/settlement risk—all of which compress purchase price or 
change structure (escrows, indemnity caps, special reps, RWI exclusions). 

Real transaction: Verizon–Yahoo (repriced under breach disclosure). Yahoo’s previously 
undisclosed breaches became public during the deal process and the parties amended terms 



with a price reduction of $350 million—an archetypal example of “unknown cyber liability” 
translating directly into valuation haircut.¹ 

Why it kills valuation: A buyer underwriting “stable traffic + data monetization” suddenly 
inherits uncertain user trust, uncertain regulatory risk, and a cleanup bill—so the buyer re-prices 
the asset and hardens legal protection (often with breach-specific indemnities and exclusions). 

 

3. Hidden valuation killer: Regulatory pathway risk 
(antitrust, national security, geopolitical approvals) 
In large IT deals, the killer is often not the target’s financials—it’s the probability-weighted 
chance the deal is not allowed to happen. The hidden mistake is treating regulatory approval as 
a timeline item rather than a valuation variable. When probability of close drops, the effective 
value drops (financing cost, distraction cost, break fees, and lost strategic time). 

Real transaction: Adobe–Figma (terminated). Adobe and Figma abandoned the transaction 
after concluding there was no clear path to approval amid competition concerns raised by the 
UK CMA and the European Commission; Adobe disclosed a $1B termination fee.² ³ 

Real transaction: Nvidia–Arm (terminated). Nvidia and SoftBank terminated Nvidia’s planned 
acquisition of Arm due to “significant regulatory challenges,” after extensive scrutiny including 
FTC action.⁴ ⁵ 

Real transaction: Broadcom–Qualcomm (blocked). The U.S. government prohibited 
Broadcom’s proposed takeover of Qualcomm on national security grounds via presidential order 
(following CFIUS concerns), ending the deal outright.⁶ ⁷ 

Real transaction: Intel–Tower Semiconductor (terminated for lack of required approval by 
deadline). Intel and Tower terminated after failing to obtain necessary regulatory clearance 
before the outside date, with Intel paying a termination fee.⁸ ⁹ 

Why it kills valuation: Once regulators become a gating risk, the “price” becomes less relevant 
than the expected value of closing. Sophisticated buyers then demand (i) wider walk rights, (ii) 
reverse termination fee logic, (iii) long-stop renegotiation triggers, and (iv) structural 
remedies—each of which reduces seller certainty and often seller economics. 

 

4. Hidden valuation killer: Accounting quality and 
revenue truth (the “earnings mirage”) 



In IT, revenue recognition, capitalization policies, and “one-time” adjustments can manufacture 
EBITDA that is not financeable. The killer isn’t simply aggressive accounting—it is the gap 
between reported performance and repeatable, contract-supported, audit-defensible 
performance. When buyers discover the gap late, they either reprice or litigate post-close. 

Real transaction: HP–Autonomy (catastrophic impairment and alleged 
misrepresentation). HP recorded an $8.8B impairment charge after the acquisition and publicly 
attributed a large portion to accounting improprieties/misrepresentation issues discovered after 
internal review and forensic work—an example of how earnings quality failures can destroy 
value even after signing.¹⁰ ¹¹ 

Why it kills valuation: Buyers do not finance “stories.” Lenders and investment committees 
finance audited reality. When diligence finds revenue pulled forward, expenses buried, software 
costs capitalized improperly, or channel stuffing disguised as growth, the multiple collapses and 
structure shifts to earnouts, seller notes, escrows, and heavy reps. 

 

5. Hidden valuation killer: Contract non-transferability 
and change-of-control landmines 
In IT services, MSPs, and enterprise software, the asset is often a bundle of contracts, not a 
product. If those contracts contain anti-assignment clauses, customer consent requirements, or 
change-of-control termination rights, the “revenue base” may not legally transfer. That is a direct 
attack on valuation because the buyer is no longer buying revenue; the buyer is buying the hope 
of consent. 

Why it kills valuation: A 20–40% customer-consent risk is not a small legal footnote—it’s a 
revenue haircut. Diligence that reveals weak assignment language or fragile master service 
agreements commonly results in (i) purchase price holdbacks tied to novation, (ii) 
customer-by-customer close conditions, or (iii) deal termination. 

 

6. Hidden valuation killer: Customer concentration and 
the illusion of scale 
Many IT firms “look” scaled because revenue is high, but concentration reveals the truth: the 
business may be one client, one vendor portal, or one preferred supplier relationship away from 
collapse. Concentration is a multiple killer because it increases volatility and reduces bargaining 
power at renewal. 



Why it kills valuation: Concentration risk forces buyers to underwrite downside scenarios: 
losing the top client can erase EBITDA, trigger covenant issues, and require immediate 
reinvestment in BD—so the buyer demands a lower multiple, a larger escrow, and often an 
earnout that effectively pushes risk back onto the seller. 

 

7. Hidden valuation killer: Working-capital traps, liens, 
and “cash that isn’t yours” 
In IT staffing and project-based services, reported profitability can mask structural fragility: 
factoring, liened receivables, vendor disputes, accrued but unpaid bonuses/commissions, or 
payroll tax exposures. These issues often surface late because sellers focus on P&L optics 
rather than balance-sheet truth. The result is a brutal working-capital true-up or a close 
condition that effectively forces payoff of hidden liabilities. 

Why it kills valuation: Buyers price a company assuming normal working capital and clean title 
to assets. Hidden liens or under-accrued obligations reduce net proceeds 
dollar-for-dollar—often more painfully than a multiple reduction. 

 

8. Hidden valuation killer: Technical debt and “integration 
cost that behaves like negative EBITDA” 
In software and managed services, technical debt is an economic liability. If code quality is 
brittle, cloud spend is unmanaged, security tooling is immature, or architecture is non-standard, 
the buyer inherits an integration project that can consume cash and leadership attention for 
12–24 months. That cost is rarely reflected in seller EBITDA, but it absolutely belongs in 
valuation. 

Why it kills valuation: Buyers pay premiums for scalable platforms. If the platform is not 
scalable without a rebuild, the buyer is purchasing a turnaround disguised as an acquisition—so 
the multiple compresses or the buyer walks. 

 

9. How to neutralize valuation killers before they become 
fatal 
The fix is not “more diligence.” The fix is pre-diligence discipline that makes value durable. 



1.​ Pre-LOI “seller-side diligence” on cyber posture, customer contracts, revenue 
recognition, and tax/payroll compliance—so surprises happen before price anchoring.​
 

2.​ Contract hardening program: assignment language, change-of-control provisions, 
renewal and termination terms, and SLA performance evidence.​
 

3.​ Cyber + privacy packet: independent security assessment, incident history, insurance, 
controls map, and remediation roadmap tied to timeline and cost.​
 

4.​ Earnings quality bridge: a defensible reconciliation from GAAP/Books → normalized 
EBITDA → cash conversion, with clear support for every add-back.​
 

5.​ Regulatory probability model for deals with platform power, sensitive data, 
cross-border approvals, or national security angles—treat approval likelihood as a 
valuation input, not a footnote.​
 

6.​ Working-capital truth-telling: disclose factoring, liens, aged AR realities, accrual 
practices, bonus liabilities, and payroll tax posture early—then structure cleanly.​
 

 

Conclusion 
In IT M&A, valuation is not just a function of growth and EBITDA—it is the market’s price for 
certainty. Hidden killers destroy certainty. They turn “recurring revenue” into revocable revenue, 
“profit” into compliance exposure, and “strategic synergy” into regulatory impossibility. The 
winning sellers are not the ones with the best story; they are the ones whose diligence file tells 
the buyer: this cash flow survives contact with reality. 

 

Footnotes (References) 
1.​ Verizon–Yahoo price reduction following breach disclosures (deal repriced by $350M).​

 
2.​ Adobe terminates Figma acquisition; regulatory roadblocks and $1B breakup fee 

referenced publicly.​
 

3.​ UK CMA Adobe/Figma inquiry and provisional findings timeline.​
 



4.​ Nvidia and SoftBank announce termination of Nvidia’s Arm acquisition due to regulatory 
challenges.​
 

5.​ FTC action regarding Nvidia/Arm (regulatory challenge context).​
 

6.​ U.S. presidential order prohibiting Broadcom’s proposed takeover of Qualcomm (Federal 
Register).​
 

7.​ Reporting on the Broadcom–Qualcomm block on national security grounds.​
 

8.​ Intel ends Tower Semiconductor acquisition after failing to obtain required regulatory 
clearance by deadline (deal terminated; fee disclosed).​
 

9.​ Additional reporting context on Intel–Tower termination and regulatory approval failure.​
 

10.​HP–Autonomy timeline noting the $8.8B impairment and linkage to alleged accounting 
improprieties/misrepresentation.​
 

11.​SEC administrative document referencing HP’s public impairment claim and related 
context in the Autonomy matter. 
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