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Agenda

A Background

A Corporate Statistics

A Value Destruction

A Value Drivers

A Industry Transaction Statistics
A Other Considerations
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Greg Light, CFA, ASA

Principal
A Rehmann

A Eull-time valuation
orofessional for entire career

A Performs over 150
valuations per year
greg.light@rehmann.com ] ] ]
248.579.1239 A Active in succession
planning and mergers and
acquisitions
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Story Time

A Plane crash

A Car accident

A Old age (JobvsBusi nessé. )
A Afraid to give up control

—
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Corporate Statistics

A From a Booz & Co. Study from 2002 through 2013:
i Companies with ninsiderso
to shareholders between capital gains and dividends

i Companies with Aoutsiderso
7.4%.

I Why?

—
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Corporate Statistics

A The amount of value lost or destroyed each year
due to improper succession planning is staggering.
Estimates place this amount well into the billions
each year.

I What are the primary drivers of lost value?

A Unqualified / unknown successors / power struggles
A Lost customer relationships

A Access to capital

ARJi mds Kido

A Estate tax liability

I Why does it matter?
A Legacy f
A Continuity

A Emotional Z Re h man n

rness wisdom delrv



—Mat can you do to avoid value

destruction?

A Start the process early

A Decide how long you want to be active in the business
A Evaluate ability (skillset) and interest of successors

A Decide how you want to transfer ownership

A Plan on a transition period

A Expect that it will take time to do it right

A Develop a plan with your advisors

n | Kknow | ove done my |Job |

your number and fw
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Value drivers in general

Hundreds of value drivers, but in our opinion, the top 3 are:
A Profitability

A Consistency

A Sustainability

It can be difficult, but all three can be within your control.

—

P’Rehmann

siness wisdom delrv



"

Value drivers - Profitability
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Value drivers - Consistency
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Value driver - Sustainability

Historical Earnings
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Industry Transaction Statistics

Median Price to Annual Sales Price to Annual Earnings
Industry Transactions  Sales Price Max Median Low Max Median Low
Single Family Home Construction 5 95,000 0.5 0.3 0.1 2.7 14 0.4
Industrial Building Construction 2 68,876,000 0.7 0.6 0.6 8.3 6.9 5.4
Water and Sewer Contractors 6 140,000 0.8 0.2 0.1 12.3 4.0 2.4
Highway, Street and Bridge Construction 5 1,800,000 0.7 0.4 0.1 6.1 2.4 1.8
Heavy and Civil Engineering Construction 4 7,000,000 0.6 0.4 0.3 5.9 3.6 2.3
Foundation and Structural Construction 6 275,000 11 0.6 0.2 6.0 3.9 15
Structual Steel and Precast Concrete 1 3,500,000 0.2 0.2 0.2 2.4 2.4 2.4
Glass and Glazing Contractors 2 1,500,000 0.7 0.6 0.5 6.0 6.0 6.0
Roofing Contractors 9 499,000 1.0 0.5 0.3 7.5 2.6 11
Siding Contractors 12 625,000 1.2 0.4 0.1 6.4 2.8 1.7
Electrical and Wiring Contractors 2 112,500 0.2 0.2 0.2 5.0 3.5 2.1
Plumbing and HVAC Contractors 23 562,500 1.1 0.4 0.2 16.1 4.8 0.6
Other Building Equipment Contractors 65 409,750 1.3 0.4 0.1 16.6 4.7 0.6
Drywall and Insulation Contractors 6 199,900 0.9 0.7 0.4 8.1 2.8 2.1
Painting and Wallcovering Contractors 8 395,000 0.8 0.4 0.2 6.3 3.0 1.9
Flooring Contractors 5 150,000 0.8 0.3 0.1 12.4 15 0.7
Finish Carpentry Contractors 13 440,000 1.3 0.4 0.2 11.4 3.6 1.9
Site Preparation Contractors 7 620,000 15 0.5 0.2 6.4 4.6 2.6
Specialty Trade Contractors 29 350,000 0.8 0.4 0.1 15.4 4.0 0.6
Overall 210 440,000 1.5 0.4 0.1 16.6 3.6 0.4 -

CAUTION!
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Questions for You to Consider

A What stage are you and your family at with your own succession planning?
I Early (>10 years until retirement)
I Middle (57 10 years until retirement)
I Late (<5 years until retirement)

A What is your businesso6 biggest exp
I Different for everyone
I What if something happened to you tomorrow?
I Who possesses your institutional knowledge?
i~ Potential estate tax liabilities?

A Do you have the advisors you need to guide you into the future?
Accountant

.
I Attorney

i Financial planner

.

Other L
PPRehmann
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Jeffrey S. Ammon
Miller Johnson
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The materials and information have been
prepared for informational purposes only.

This Is not legal advice, nor intended to create or
constitute a lawyerclient relationship.

Before acting on the basis of any information or
material, readers who have specific questions or
problems should consult their lawyer.

MILLER
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AWhat is it?

A Paper description of insurance
APurpose?

A Show that insurance is in place

A Show that contract requirements are met ==

A Intended to be relied upon

MILLER
]OHNSON

d Counselors
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Certificate of Insurance
e e -

— -
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ABut . .. Can you rely on a certificate of insurance?

ARead the disclaimerThis certificate is issued as a
matter of information only and confers no rights upon
the certificate holder

AOY T AAEAAEAAOh OEA AAOOE Z£EA
(New Hampshire Supreme Court, 1992)
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Certificate of Insurance
.

T

ACan you even count on getting notice of cancellation?

AShould any of the above described policies be cancel
before the expiration date thereof, notice will be
delivered in accordance with the policy provisions

NOTICE)

MILLER
JOHNSON



AMichigan Senate Bill 715 would add chapter 22A to th
Insurance Code
AWould bar a person from:

A Delivering a misleading certificate of insurance

A Delivering a certificate of insurance that appears to alter
policy terms

MILLER
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A# AOOEEAEAAOA | £ EI OOOAT AA
duty to notify you of policy cancellation or
nonrenewal

CAN H INSURER CANCEL MY POLICY?

MILLER
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What'To Do%

e

A Suit against agent for careless failure to order proper
Insurance?

AO3DPAAEAI OAlI AOET 1 OEEPoO A
broker and insured under Michigan law (US"6
Circuit, August 23, 2013)

ANegligence claim againsagent surviveseven if you
failed to read policy (Michigan Court of Appeals
unpublished opinion, March 20, 2014)

MILLER
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What To Do?
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A Skip the certificate
ADemand copy of policy and endorsements

A Get communication directly from insurer (not just
agent)

MILLER
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Calder Plaza Building

250 Monroe Ave. NW

Suite 800

Grand Rapids, Ml 49503-2250
www.millerjohnson.com
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Each contractor, subcontractor, supplier, or laborer
who provides an improvement to real property shall
have a construction lien upon the interest of the owner
or lessee who contracted for the improvement to the

real property, provided that the claimant complies with

the procedures in the lien law for preserving its lien.
MCLA 570.1107.
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Notice of Furnishing
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AParties not having direct contact with the owner, i.e.,
subcontractors and suppliers, must serve a Notice of
Furnishing on the owner and general contractor
within 20 days after the first work is done or first
material supplied

Alf you serve the notice late you can only claim a lien
for materials supplied or work performed after
service of thenotice

MILLER
JOHNSON



Sworn Statement
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A A contractor is required to provide a sworn
statement to an owner when:
A Payment is due to the contractor; and/or
A The owner demands such a statement

AOnce a Notice of Furnishing has been served on an
owner, the owner cannot rely on a sworn statement
In making payments but must instead obtain a waiver
of lien in exchange fopayment

MILLER
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Claim of Lien
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AWithin 90 days after the last furnishing of labor and
materials, the contractor, subcontractor, supplier and
laborer must record a Claim of Lien with the register
of deeds in the county where the real property is
located

AFailure to file the Claim of Lien within 90 days
iInvalidates any lierclaim

MILLER
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Total Cost of Risk



